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Successful  marketing  strategies  develop/identify  unique  bases  of 
able  product -markets . Considerable  research  has  been  done  in  the  emerging 


stracegy  fie: 
strategies  ( 


id  has  identified  a numb 
. differentiation)  have 

strategies  (or  strategic  groups)  has  bee 

a firm's  strategy  and  its  environment), 
insights  into  how  firms  ca: 

However,  the  bulk  of 

tion  calls  into  question  t 


jr  of  promising  avenues.  Generic 

been  identified  (Porter.  1980). 

i discussed  (Porter,  1985;  1979), 
" literature  (the  synergy  between 
Each  of  these  approaches  offers 
t and  maintain  competitive  advantages. 

s generalizability  of  the  research  in  at  least 

Much  more  important,  is  the  nocion  that  competition  in  a growing  number  of 
industries  is  becoming  global  in  nature.  The  implicit  assumption  in 

market  competition.  Ic  is  assumed  Chat  there  are  no 
competitive  advantages  at  che  international  level  th 


(2)  national  industrial  policies  can  provide  a unique  basis  of  advantage 
for  a nation's  firm.  Thus,  politics,  more  specifically  public  policy,  can 

policies  can  impede  or  enhance  global  competitiveness. 

likely  to  reduce  global  welfare.  Such  policies  generally  result  over  che 

an  to  present  and  test  an  explanation  of 

competition.  Certain  domestic  public  policies  determine  the  nature  and 
structure  of  national  capital  and  labor  markets.  It  will  be  argued  here 
Chat  these  differentiated  capital  and  labor  markets  can  provide  a basis 

firms  based  in  other  councries.  These  unique  strategies  provide  a method 
by  which  firms  can  defend  themselves  from  foreign  competition  as  well  as 
enhance  their  own  global  competitiveness. 

How  do  public  policies  concerning  national  capital  and  labor  market 
provide  a basis  for  unique  strategies?  It  will  be  argued  in  this  disser- 


country  firms:  1)  they  influence  the  firms'  capital  ai 

orientation  for  the  firm,  whether  the  firm  Is  short  term  or  long  term 
oriented  and  whether  a firm  seeks  to  maximite  growth  or  profitability.  It 

conveys  an  advantage  to  firms  in  such  industries  where  it  is  beneficial  to 
be  capital  and/or  labor  intensive.  Similarly,  goal  orientations  tend  to 

run  oriented.  It  is  this  confluence  becween  an  industry’s  structure  and 

proposition  presented  here.  Based  on  this  reasoning,  "strategic  fits" 
becween  a nation's  public  policies  and  an  industry's  structure  yield 

In  contrast,  previous  international  business  scholarship  on  the 
determinants  of  firm  performance  has  concluded  Chat  firm  performance  is 

predictor  of  current  profitability  and/or  growth  (Haar,  1989).  Addition- 
ally, a number  of  studies  h 

Blevins,  1990)  as  well  as  different  races  of  performance  between  indus- 
tries (Haar,  1989),  However,  what  is  lacking  is  an  explanation  of  why 
these  results  occur.  Under  what  conditions  can  a nation's  firms  achieve 
superior  international  performance?  As  Ricks.  Toyne  and  Martinez  (1990) 


. generalization 


has  been  difficult.  The  future  challenge  may  be  ...  to  find  common 
patterns  and  strategies."  (1990,  p.  232) 

This  sentiment  is  echoed  by  Kim  and  Lyn  (1990)  who  investigated  the 

market  may  differ  by  country  of  origin.  Therefore,  it  is  hard  to  name  a 
unifying  theory  to  encompass  all  motivations  behind  FDI  (Foreign  Direct 
Investment)  inflows  into  the  United  States.  Further  investigation  into 
the  differences  in  the  performance  of  foreign-owned  firms  and  U.S. -owned 
firms  is  warranted.  Industry  effects  and  possible  unique  banking  rela- 

nificant  implications  for  firm  performance."  (1990.  p.  52) 

myriad  results  being  observed  in  the  contemporary  international  business 
environment.  This  dissertation  represents  an  initial  attempt  to  remedy 
this  by  presenting  and  testing  an  integrative  framework,  one  which  pur- 
ports to  explain  how  industry  structure  and  home  country  public  policies 
concerning  home  capital  and  labor  markets,  interact  to  produce  superior 
global  performance. 

business  strategy.  In  it  1)  major  theories  of  trade  and  investment  are 
discussed:  comparative  advantage,  product  trade  cycle,  Leontiff's  paradox 


role  chac  policies  plays 

The  second  chapter  attempts  to  answer 
international  marketing  scracegy  formulation? 


development  of  patterns  c 


sought  to  differentiate  itself  frt 

great  detail  four  possible  cypes 
consequence  of  controlling  (or  m 

challenger,  niche)  is  added  as  a possible 
industry  structure  being  the  first  two. 
a 3 (economy  type)  by  3 (industry 
tion)  interactive  model  with  the  s 

cive  industry  position  provide  an  ideal  strategic  fit. 

The  fourth  chapter  describes  the  hypotheses  which  wi 

section  of  the  chapter,  the  data  collection  procedure 


marketing?  How  should  it  do 


e synergies  or  "strategic  fits" 

■third  layer",  economy  type  and 
(hus.  what  is  being  proposed  is 
) by  3 (relative  industry  posi- 
st  successful  firms  being  those 


section  of  the  chapter,  the  hypotheses  to  be  tested  in  Chapter  5 are 
design  is  discussed:  methodologies  employed  are  discussed  as  well  as  Che 

section  descriptive  statistics  are  offered.  The  descriptive  statistics 
provide  orima  facie  support  for  many  of  the  core  hypotheses.  In  the  sec- 
ond section  repeated  measures  ANOVA  is  used  to  test  the  core  hypotheses. 
Main  effects  (of  generic  economy  type  and  industry  structure)  and  interac- 
tion (generic  economy  type  by  industry  structure)  effects  are  described 
and  Che  GIFS  framework  is  pitted  against  aspects  of  Porter's  (1990a) 
framework.  The  results  are  once  again  based  on  a repeated  measures  ANOVA. 
In  Che  third  section  Che  firm  level  hypotheses  are  tested  using  dummy 

which  they  operate,  and  Che  firm's  size  relative  to  all  its  international 
and  domestic  competitors.  In  the  sixth  chapter,  further  interpretations 

and  its  underlying  theory.  This  section  parallels  the  preceding  chapter 
in  its  discussion- -councry  level  findings  are  discussed  first,  followed  by 
discussions  of  country  x industry  structure  findings,  and  country  by 
industry  structure  x firm  strategy  findings.  In  the  second  section  of 


this  chapter.  Limitations  of  this  study  are  discussed  and  suggestions  for 
future  research  are  offered.  In  the  final  section  I speculate  about 
future  prospects  and  challenges  for  Japan,  Europe,  America  and  the 

Contribution 


e evolving  nature  of 


international  strategy  formulation  in  at  least  si 
First.  Porter's  (1990a)  key  hypothesis  concerning  cl 

However,  Che  major  contributions  chac  this  study  make  are  to  provide 
an  overarching  framework  in  which  Co  (2)  integrate  previous  findings  in 

insights  into  the  rapidly  changing  emerging  global  marketplace.  Fourth, 
this  study  accempcs  to  demonstrate  contributions  chac  the  disciplines  of 

omlcs  which  tend  to  dominate  current  chinking  to  a more  balanced  view 
which  incorporates  the  disciplines  of  history,  sociology,  political 

chac,  in  global  strategy  formation,  politics  rather  chan  culture  is  the 
key  differentiating  variable.  Sixth,  this  paper  describes  a third  role 
chac  politics  plays  in  international  business  competition,  one  which  has 
not  been  discussed  before  in  the  business  liceracure.  that  of  creacor  of 


differentiated  capital/labor 


provide  a basis  for  sustainable  competitive  advantage  vis-a-vis  foreign 
competitors.  Finally,  if  the  data  supports  Che  GIFS  framework,  a basis  on 

been  provided,  one  based  on  home  councry  domestic  public  policies  rather 


differentiating  variable  in  international  business  scracegy  formulation. 
It  is  being  suggested  Chat  a nation's  public  policies  exert  an  influence 

labor  intensive  chat  firm  will  be,  relative  to  its  foreign  competition, 
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CLQBAL  ADVANTAGE:  NATIONAL  BASES 

OF  INTERNATIONAL  COMPETITIVE  STRATECY 

By 


LANCE  ELIOT  BROUTHERS 


Government  politics  such  as  (1)  strategic  trade  policy  and/or  <2) 
nacional  industrial  policies  can  impede  or  enhance  global  competitiveness. 
Such  public  policies  are  generally  perceived  as  being  "market  distorting," 

che  consumer  at  higher  prices,  and  less  profitability  and  sales  growth  for 


policies  also  influence 


pattern  of  global  competition.  Certain 
argued  that  these  differentiated  capital 


and  labor  markets  can  provide  a basis  for  unique  international  business 


foreign  competition 


How  do  public  policies  concerning  national  capital  and  labor  market 
provide  a basis  for  unique  strategies?  It  is  argued  that  these  public 

competitors;  and  (2)  they  also  influence  the  goal  orientation  for  the 
firm,  whether  the  firm  is  short  term  or  long  term  oriented  and  whether  a 

to  firms  in  such  industries  where  it  is  beneficial  to  be  capital  and/or 
labor  intensive.  Similarly,  goal  orientations  tend  to  be  compatible  with 

oriented  (such  as  fashion  perhaps),  others  are  long  run  oriented.  It  is 

relative  to  foreign  competition.  This  is  the  basic  proposition  presented 
here.  Based  on  this  reasoning,  "strategic  fits'1  between  a nation's  public 
policies  and  an  industry's  structure  yield  superior  global  performance  for 
s foreign  competition. 


CHAPTER  1 
INTRODUCTION 


che  1980s  were  che  decade  of  che  incernadonalizacion  of  che  American 

Europe,  che  renegoctaclon  of  che  General  Agreemenc  on  Tarrifs  and  Trade 
(GATT),  che  Canadian-American  erode  agreemenc.  che  sofeening  ol  che  Arab 

growch,  crade,  and  Invescmenc  never  before  seen  In  human  hiscory. 

record  levels  of  growch  and  profic, 

Buc  If  che  opporcunides  are  unprecedenced,  so  are  che  challenges. 
Perhaps  che  greacesc  challenge  facing  American  firms  is  incernadonal  com- 

compedcors  from  such  councries  as  Japan,  Taiwan,  and  Korea  have  called 
inco  quescion  much  of  whac  scholars  choughc  chey  knew  abouc  che  nacure  of 


o be  remarkably 
d Investment  whi 


International 


lept  at  predicting  the  patterns  o 
h emerged  in  the  1980s . 

Business  .Hlatptii 

One  primary  reason  for  the  failure  of 

history  and  its  relationship  to  the 

of  international  competition,  it  is  useful  to  place  the  current  situation 
in  historical  context. 

Theories  of  strategic  competition  must,  in  pare,  be  based  on  an 
understanding  of  the  structure  which  undergirds  it.  For  instance,  in  mark- 

media  (radio,  TV,  newspapers,  magazines);  price  is  dependent  to  some  degree 

dependent  on  transportation  availability  (trucks,  ships,  planes,  rail- 

systems  also  influence  entry  decisions  (portfolio  versus  direct  invest- 
ment, for  example)  as  well  as  span  of  control  (accessible  and  rapid  forms 

available  CO  a firm  as  well  as  limiting  growth  and  investment  opportuni- 


in  this  light,  It  is  understandable  why,  in  America,  i 
t begin  to  flourish  until  the  1890s  (Leighton,  1970) 


'cry  few  economies  of  scale  ii 


fish  until  che  1910s). 
1/or  unreliable.  How* 


national  media  outlet  and  It  did  not  begin  to  flo 
and  communication  and  transportation  were  slow  a: 

firms  existed:  Scandard  Oil.  Singer.  Gillette,  and  NCR  to  name  a few, 

1962)  in  Europe  and  the  USA  led  to  the  international  expansion  much  in  the 
same  way  that  domestic  improvements  lead  to  national  expansion  strategies. 
However,  this  first  attempt  ac  global  expansion  was  short  lived.  The  rise 
of  nationalism  and  protectionism  which  followed  che  first  world  war  effec- 
tively ground  global  expansion  to  a dead  hale.  Trade  barriers,  such  as 

global  strategies . The  result?  Firms,  like  Ford,  developed  multidomestic 
strategies  (councry  centered  strategies  wich  decentralized  control). 

The  above  illustrates  quite  graphically  the  impact  that  politics  can 

world  trade  but  alcered  the  accual  structure  and  ouepue  of  che  firms.  For 
instance,  prior  Co  1925,  Ford  produced  all  of  its  cars  domestically,  By 
I960  it  was  producing  virtually  no  cars  for  export  co  Europe  (Chandler, 


1962).  Thus,  policies,  in  chis  instance,  appears  co  have  influenced  both 
che  firm's  scruccure  as  well  as  its  oucpuc. 


Th°  ftrcerkjm  Challenge  Background 


role  policies  should  play  in  regulacing  incernacional  patterns  of  trade. 
In  che  posc-World  War  II  period,  as  Europe  began  its  economic 

American  relations.  This  confllcc  stemmed  from  two  distinct  and  divergent 

facilitate  Integration  between  America  and  Europe,  che  resulting  union 
being  under  American  control  (Cleveland.  1966).  Initially  there  was  not 

for  integration  and  investment  remained  small  and  provided  a temporary 
source  of  capital  which  was  necessary  if  recovery  was  to  be  achieved 
quickly  (Behrman,  1970).  Until  the  formation  of  the  Common  Market,  che 

abouc  63!  per  year,  with  most  of  che  investments  concentrated  in  che  United 
Kingdom  (Commerce  Department,  1972).  In  che  years  following  che  formation 
of  the  Common  Market  (1957)  annual  increases  in  American  di 


a system  in  which  European  autonomy  was  promoted  rather  than  a union  with 
the  United  States  (Swann,  1972),  Those  advocates  of  this  position  still 
desired  Limited  American  capital.  Thus,  when  the  Common  Market  was 

Located  in  Europe,  which  exempted  them  from  the  excernal  tariff  structure 
(Swann,  1972,  p.  72). 

It  therefore  became  more  profitable  for  American  MNCs  to  expand 


the  "European  Idea" 

Market  provided  a sltuaci 
European  economy,  American 
Europeans  who  feared  that 


ad  brought  about  a result  entirely  opposice  from  the 


a Europe  were  assuming  a permanent  a 
■e  being  "invaded"  by  America. 


The  American.  fliaLUim 


This  rapid  rise  in  American  direct  investment  gave  rise  to  the 
theory  of  the  American  "invasion"  of  Europe.  Numerous  writers  (European 
and  American)  claimed  the  American  MNC  with  its  vast  resources  posed  a 


(Will  tarns, 


dependence,  industrial  dependence,  and  national  economic  planning 


n-Schreiber's 


o Servan- Schreiber  the 


under  American  control. 

Servan-Schreiber.  In  1968  J. 

American  Challenge,  appeared  on  the 
Challenge's  primary  contention  was  tha 
cions  were  rapidly  moving  into  Europe  a 

net  effect  of  not  responding  to  this  "American  Challenge"  would  be  the 
colonization  of  the  world  by  America. 

received  by  the  American  press.  Liberals  saw  the  book  as  a righteous 
condemnation  of  American  neo- Imperialism,  while  Conservatives  saw  the  work 

Enterprise.  As  a result,  the  book  was  highly  praised  and  accepted  as  an 
explanation  of  the  realities  of  the  world  economy  (Shenker,  1968: 


Samuelson.  1968;  Welsh,  1968;  Monohan,  19681 

Servan-Schreiber' s thesis  consisted  of  two  basic  assertions.  The 

allocate  it  effectively  is  the  most  important  faccor  in  its  ability  to 

more  efficiently  than  a smaller  firm.  Hence,  the  larger  firm  which  is 
more  efficient  should  have  a faster  growth  race  chan  a smaller  one.  It  is 


efficiency 


helps  offset 


s had  been  willing  ' 
efficiency  derived.  Ic  is  t 


r virtual  control  of  markets.  The  perfect  example 
feen  size  and  efficiency  was  the  Bell  System. 

lis  same  principle  whioh  Servan-Schreiber  used 


The  second  assertion  was  that  nacion-staces  which  did  not  create 
iarge  MNCs  would  become  colonies  of  chose  nations  chat  did  develop  large 
MNCs.  This  very  real  fear  of  Servan-Schreiber's  is  logically  deduced  from 

compece  with  large  corporations.  The  reduce io  ad  ahsurdum  of  chls 
ir  larger  and  more  efficient,  in  this  case 

that  do.  The  resulting  situation  would 


driven  out  of  business  by  cl 


mercy  of  those  nation-states 


Mergers  an9-S£°w.iii.; Ihe.Jten-AiMtjfit.»n,  Ssp.eriense 

With  Servan-Schreiber  spearheading  Che  drive,  the  European  community 
Generally  three  major  reasons  were  given  by  Che  advocates  of  the  merger 


her  own  (Servan-Schreiber.  1968). 


2.  Mergers  allowed  European  firms  to  compete  more  aggressively  in 
the  rapidly  developing  EEC  (Stewart.  1972). 

1968). 

that  the  European  merger  movement  failed  to  materialise  and  gave  a variety 
of  reasons.  Stewart  (1972)  cited  legal  difficulties.  Brosio  (1970)  cited 

a threat;  and  (2)  Che  concept  of  consolidation  had  not  been  given  due 

The  charge  was  made  thac  it  was  a fear  of  loss  of  national  autonomy  which 

above  scholars  believed.  Leonciades  (1970)  showed  that  while  U.S.  mergers 

idacion  of  their  very  largest.  Leonciades1  findings  suggest  that  there  was 

firms  but  there  were  qualitative  differences  as  well.  The  reason  for 
American  mergers  was  usually  easy  entry  into  new  markets  (Sceiner.  1975). 
The  primary  reason  for  European  mergers  was  on  expressed  desire  to 


"pooling  of  Inefficiencies"  cacher  chan  che  creation  of  a new  viable  firm. 
Siekman  gave  che  example  of  che  European  chemical  induscry.  Bayer.  Basf 
and  Hoeschsc  obcain  beccer  recurns  chan  eicher  Imperial  Chemical 

Chemical  Industries)  and  ME  (Moncecacini  Edison)  were  much  larger  and  had 
vircual  monopolies  in  cheir  respective  home  markets  of  Bricain  and  Italy 

was  not  always  better,  buc  che  Europeans  proceeded  as  if  it  was. 

che  American  merger  movement  and  che  European  movement.  The  European 
merger  movement  was  more  recent,  less  extensive,  and  less  Involved  in 


e distinctive  similarity,  che  acquisition  o 
The  giantism  of  European  firms  signaled  che  scare  of 

che  world,  was  che  most  logical  choice. 


Japan;  1950- 1970$ 


over  10%  from  1950*1973)  was  primarily  production  driven.  Japan  had  a 


legacy  (Porter,  1986)  of  International  Investments  and  organizations.  In 
particular  this  last  trait  would  allow  the  Japanese  to  exnmine-the  inter- 
national economic  environment  for  opportunities  for  entry  and  expansion 
without  having  to  accommodate  previous  investment  and/or  structural  deci- 
sions (Porter,  1986,  p,  65). 

shortage  of  capital  and  a lack  of  natural  resources.  The  lack  of  resour- 
existed  (Kono,  1986). 

The  capital  shortage  was  a more  difficult  problem  to  solve, 
(see  Chapter  3;  Uno,  1987).  Additionally,  the  government  Induced  the 

necessity  of  paying  for  the  education  of  children"  (Ohkawa  & Rosovsky, 
1973,  p.  170).  The  government  designed  policies  which  made  it  easv  for 

of  consumer  savings.  The  "traditional  pattern  . . shows  the  household 

sector  produces  savings  surplus  and  the  corporate  sector  absorbs  most  of 
it  for  investment"  (Uno.  1987,  p.  78).  Thus,  with  the  capital  problem 
solved,  the  Japanese  were  ready  to  enter  international  markets. 


cies,  cartels,  and  consumer  savings  all  combined  co  induce  selected 
Japanese  industries  Co  be  growth  oriented  and  Co  seek  export  markets  while 

that  the  postwar  Japanese  firms  were  the  first  co  engage  in  what  is  now 
being  called  globalization  (Porter.  1986,  p.  45).  As  in  che  case  of  other 
first  movers,  this  gave  Che  Japanese  a tremendous  competitive  advantage  as 
global  trade  barriers  began  falling,  making  the  global  corporation  a 


The  L99,Q»  and.  Bsy.gnd 


The  past  decade  saw  a rapid  increa 

ers  continued  co  decline,  prompting  a se- 
cerned global izacion.  This  combined  w 
costs  of  transportation  (Porter.  1986) 

cure  has  led  co  greater  homogeneity  of 

1989)  and  strategies  (Levitt.  1983).  As  technology  c 

that  global  firms  will  continue  co  grow.  However,  this  prediction  i 
based  on  che  assumption  that  governments  will  not  intervene  and  r 
che  proceccioniscic  policies  of  che  1920s 


e in  the  relative  competitiveness 
During  this  period,  crade  barri- 
ond  wave  of  international  izacion . 
.th  sharp  reductions  in  che  real 

:onsumers  and  producers  which  has 


Political  Science 


illustrates,  governments. 


trade . Thus , any  theory  which  purports  to  of 
for  strategic  choices  in  the  international  marketplace  needs  t 

technological  and/or  economic  issues. 

international  competition  than  the  broad 
trade  to  protectionism  and  back  again.  It 

of  sustainable  competitive  advantage  in  tl 

strategic  competition  and/or  trade. 


y be  that  certain  government 
«>rld  marketplace.  Just  how 


Classical  Approaches  t 


e Theory  of  Trade 


Can  scholars  develop  a normative  model  which  explains  and  predicts 

I years,  theories  have  been  proposed  to  address  this  question.  Adam 
:h.  in  The  Wealth  of  Nations  (1776),  provided  the  initial  formulation 

• most  inexpensively.  A country  would  import  only  those  goods  which 
»r  nations  could  make  for  less.  Any  good  that  a councry  could  produce 


exported  ai 
absolute  edvpnveii*  “ith  respect  to 


a country  produced 

(1817/1953)  theory  of  comparative  advantage. 

Ricardo  demonstrated  that  gains  from  tra 

goods.  For  Instance,  if  Japan  can  produce  TVs 


s supplanted  by  Ricardo's 


Id  still  be  obtained 


advantage,  Japan  should  not  export  either  product  buc  the  theory  of  comp* 
US  exports  the  good  in  which  it  has  the  least  comparative  disadvantage. 


Worker  Hours/Unit: 


A and  Japan 


Forty-eight  labor  hot 
while  producing  six  T 


comparative  advantage  maximizes  global  welfare  by  using  national  bases  of 

Ricardo's  theory  of  comparative  advantage  remained  generally 
accepted  well  into  the  twentieth  century.  In  fact,  many  of  the  articles 
of  the  GATT  (General  Agreement  on  Tariffs  and  Trade)  were  based  on 
Ricardo's  principles  (Geneva,  1969).  Ricardian  logic  was  refined  by 
Hecksher  and  Ohlin  (Samuelson.  1971)  who  focused  on  two  productive 

factor  (labor)  model.  Their  model  contained  two  axioms:  (1)  countries 


(2)  products  differ  i 
factor  intensities.  ( 
technologies:  (2)  no  s< 


e theory  assumed  (1)  all  countries  have  the  s 
d (3)  homothetic  tastes,  i.e.. 


factors"  (Baldwin  6t  Richardson,  1981,  p.  65)). 

The  most  significant  derivation  of  this  theory  was  the 

to  the  nation's  factor  abundance.  Put  simply,  capital 
(like  the  USA)  should  export  capital 
Conversely,  the  USA  should  import  labor  intensive  goods. 

This  theory  came  under  severe  criticism  on  a variety  o 
assumptions  were  criticized  as  being  unrealistic  and  not  at 
tative  of  trade  in  the  international  economy  (Grubel.  1981). 


finding  that 


converse  should  hold.  This  finding,  labeled  "Leonclef's  paradox",  could 

inability  co  reconoile  Leonclef's  paradox  wich  che  two-factor  theory, 
coupled  with  criticism  concerning  che  lack  of  scale  economies  (Baldwin  & 
Richardson.  1981)  and  product  differentiation  (Grubel.  1981),  led  to  the 
development  of  che  product  life  cycle  cheory  of  international  trade. 

Intotwctonol  Preduct  Life  cycle 


Vernon  and  Wells  (1986)  argue  chat  product  innovation  plays  an 
important  role  in  developing  theories  of  international  trade.  They  sug- 

advantage . 

a "trickle  down"  cheory  of  world  trade  and  investment.  Products  originate 

sale  and  manufacture.  Finally,  once  production  has  been  standardized  and 
che  product-market  matured,  production  is  shifted  to  che  third  world 


discussed  more  fully  below. 

(Vernon,  1966;  Wells,  1966)  and 
studies  (Wilkins,  1970;  Vernon.  IS 


e first  world. 


; initially  validated  by  empirical 
Wells,  1966;  Vaupel  & Curhan,  1972). 


technology  . 


? product  cycle  which  i 


information  t 


cighcly  controlled, 


products  undergo 


1970;  1972).  The  international  product-life  cycle  Is  generally  recognised 


phase . the  growth  phase . and  the 
briefly  discussed  below. 

The  Introductory  phase  of 

functions . short  production  runs , 


:ure  phase.  Each  of  these  phases  is 

d loose  product  specifications.  Fre- 
quent changes  in  the  manufacturing  process,  production  sequence,  and 

Phase  II  or  che  growth  phase  is  generally  characterized  by:  mass 

production,  mass  distribution,  longer  production  runs,  special  purpose 
machinery,  lower  unit  costs,  capital  intensive  production,  more  elastic 

patents,  the  development  of  close  substitutes  and  the  development  of  manu- 
facturing skills.  During  this  phase  management  skills  assume  critical 
importance.  This  is  also  che  phase  when  other  first  world  competitors 
enter  che  product  market . 

Phase  III  or  mature  phase  is  characterized  by:  the  market  becoming 

process  become  extremely  rare,  the  manufacturing  process  becomes  much  more 
capital  intensive,  che  optimal  size  of  che  manufacturing  unit  becomes 
larger  and  economies  of  scale  become  an  important  factor  in  determining 

chis  phase  include:  changes  in  che  composition  of  che  labor  force. 


(unskilled  labor  replaces  skilled  labor) 

foreign  demand  develops,  che  U.S.  begins  co  export.  As  foreign  income 
abroad  is  large  enough,  American  direct  foreign  investment  begins.  The 

(Time  frames  are  shorter  where  economies  of  scale  are  reached  at  low 
volumes,  tariffs  and  transportation  costs  are  high,  income  elasticity  of 
demand  is  low  and  the  income  level  and  size  of  foreign  market  are  large.) 


ducing  areas  are  decreased  but  continue  t< 
Toward  che  end  of  this  phase,  ocher  fir; 
produce  market. 

challenged  by  exports  from  other  nacions. 
tries  provide  relacively  large  markets  for 


world  companies  ent 


ocher  words,  advanced  coun- 
the  markecs  of  che  less  developed  councrles  become  impor- 

maincain  their  competitive  posicion  wich  respect  co  their  competitors. 


This  can  be  done  by  exporting  the  technology  to  new  markets. 

Alehough  initially  formulated  to  explain  the  trade  patterns  that 
arose  in  the  late  1950s  and  early  1960s.  the  international  product  trade 

recently  come  under  attack.  Although  early  research  supported  the  theor - 

4-digit  level  manufacturing  categories  in  1974  for  four  countries:  the 

U.S.A..  Japan,  West  Germany,  and  the  United  Kingdom.  They  found  that 

product  trade  cycle  theory  for  all  but  Cermany.  with  the  United  Kingdom 
data  providing  the  strongest  evidence.  Mullor-Sebastian  (1983)  took  the 

into  two  categories:  industrial  product  groups  and  consumer  produces. 

She  found  that  industrial  products  strongly  behaved  in  the  manner  predic- 
ted by  the  international  product  life  cycle  but  that  consumer  products  as 

Thus,  the  empirical  support  for  the  theory  was  becoming  more 
ambiguous . The  theory  appeared  to  hold  for  only  certain  countries  and 
certain  product  categories.  Harrigan  (1984)  stated  chis  reevaluation  of 
the  usefulness  of  the  international  product  cycle  theory  by  suggesting 
that  while  it  "may  be  an  efficient  way  to  look  at  enterprises  in  the  U.S. 
economy  that  are  on  the  threshold  of  developing  a foreign  business,  lit) 


acquired  a global  scanning  capacity  and  a global  habic  of  mind"  (1948. 
p.  6-39). 


examination  of  recent  patterns  of  worl 

patterns  should  move  from  home  first  world  country  to  host  first  world 
country  to  third  world  country.2  Particularly,  with  respecc  to  investment. 

predicts  (Keegan,  1989),  Advanced  Industrialized  nations  tend  to  invest 
the  world  marketplace.  Second,  product  cycle  cheory  states  that  products 

ly  in  global  markets  rather  than  in  the  sequence  suggested  by  Che  interna- 
tional product  life  cycle.  Product  cycle  cheory  cannot  explain  either  of 
these  trends.  Once  again,  international  marketing  has  been  presented  with 

patterns  of  trade.  It  is  my  contention  chat  international  business  in 
general  and  international  marketing  in  particular  has  ignored  the  concri- 

incernationai  marketplace.  For  instance,  a historian  might  point  out  Chat 
che  demise  of  classical  trade  theory  as  a viable  predictor  of  trade 


played  in  che  international  marketplace.  Multldomestic  corporations 

forcing  che  role  chac  scale  economies  played  in  markec  development,  as 
well  as  introducing  national  scale  product  differentiation  (Uilkins, 
1974).  Similarly,  political  scientists  might  have  suggested  chat  it  was 
the  rejection  of  che  "Atlantic  plan"  and  the  triumph  of  DeCaulle's 

sequent  European  Common  Harket.  The  "trade  barriers"  erected  by  che 

that  Servan-Schreiber  (1968)  called  it  an  "American  Invasion."  Vernon's 

to  develop  the  trade  cycle  theory,  could  just  as  easily  been  explained  by 

marketplace. 

foresee  che  rise  of  multldomestic  corporations,  then  the  product  trade 

the  rise  of  the  Global  Corporation.  These  global  corporations  accelerate 
(Jain,  1990),  reverse  (Kono,  1984)  or  ignore  (Levitt,  1983)  the  product 


clonal  factors  of  production,  labo 

research  largely  ignored  che  fact  t 
internationalized  (Keegan,  1989)  a 


(Peters,  1987). 


f manufacture. 


compete  in  the  international  marketplace  on  a different  strategic  basis 
chan  their  American  adversaries  (Douglas  & Rhee,  1989).  These  three  fac- 
tors may  help  to  account  for  why  the  international  marketplace  Is  not 

strategy.  This  theory  differs  from  previous  attempts  in  two  major  ways. 
First,  while  previous  theories  have  focused  on  patterns  of  trade  between 

unit  of  analysis  is  the  firm  racher  chan  the  nacion-scate.  Second,  the 
basis  of  a firm's  success  is  achieving  and  maintaining  a sustainable  corn- 

firm  choosing  an  appropriate  strategy.  The  strategy  is  determined  by  (1) 
the  firm's  resources,  (2)  che  structure  of  Che  industry,  and  (3)  the  coun- 

teria  are  derived  from  the  industrial  organization  literature.  The  third 
criterion  is  derived  from  the  international  political  economy  literature 

policies,  and  regulations,  influences  che  objectives  of  che  firm,  Addi- 
tionally, che  "biological"  model  of  trade  suggests  chac  a councrv  has 

resources  places  a premium  on  minimization  and  energy  efficiency.  Thus. 


innovators/producers  of  small 


efficient  durable  products . 


objectives  helps  explain  why  two  firms  (based  in  different  countries),  in 
the  same  industry,  having  identical  resources,  producing  identical  pro* 
ducts,  achieve  differences  in  growth  and  profitability.  Typically. 

Thus,  the  proposed  theory  focuses  on  government  policies  rather  than 
factor  abundance.  Firms  based  in  a given  country  are  hypothesized  to  have 

tiveness.  Assuming  global  oligopolistic  markets,  firms  based  in  certain 
countries  will  achieve  superior  global  performance  based  on  home  govern- 
ment policy- industry  structure  fit.  A firm's  relative  industry  position 
may  also  exert  an  additional,  minor  influence  on  its  international  perfor- 

cry  position  coaligns  with  ics  government  policy- industry  structure  fit. 
This  "new"  theory  deviates  from  previous  theories  of  international 

mixing  their  firm's  resources,  industry  structure,  and  home  government 


policies  will  perform  beccer  chan  firms  which  do  not  base  cheir  strategies 

HaUplWi*  for  the  s.tydy-  One  might  be  tempted  to  ask,  is  this 
really  a marketing  topic?  Might  not  this  study  be  more  appropriately 
thought  of  as  creating  a theory  of  international  economics  and/or  business 
strategy?  After  all,  the  proposed  framework  relies  heavily  upon  Porter's 
(1980;  1985)  work  on  generic  strategy  and  industry  s 

The  proposed  theory  does  draw  quite  heavily  from  tl 

omics  and/or  psychology  for  its  theoretical  development,  and  marketing 

Second,  Day  and  Uensley  (1984)  argue  chat  ",  . . marketing  has  a 
broader  strategic  capability  than  is  suggested  by  , . . {Biggadike  1981]" 
(1983,  p.  85)  who  suggested  chat  ",  . . it  will  be  up  to  strategic  manage- 
ment students  co  make  the  transfer  of  marketing  concepts  Co  strategic 
issues”  (1981,  p.  630).  Specifically,  Day  and  Wensley  identify  three 

cive  should  offer  a distinctive  if  not  the  dominanc  view"  (1983,  p.  86). 
The  strategic  chemes  chat  were  identified  were:  (1)  "The  behavior  of 

existing  markets;  (2)  identifying  and  estimating  new  opportunities,  and 
(3)  the  specific  assessment  of  resource  allocation  choices"  (1983.  p.  85). 
The  proposed  theoretical  framework  is  an  attempt  to  relate  the  strategic 

quite  nicely  inco  Day  and  Uensley 's  perspective. 


A third  reason  for  chinking  Chat  marketing  is  an  appropriate  domain 
for  this  scudy  is  chac  it  represents  an  atcempc  to  confirm  what  interna- 
tional marketing  scholars  have  intuitively  believed  but  have  had  a diffi- 
cult time  shoving:  that  international  marketing  can  contribute  unique  and 
important  managerially  relevant  theories.  Much  of  International  marketing 

acts  primarily  as  a constraint  on  behavior.  This  study  focuses  on  human 

in  the  international  marketplace.  Moreover,  these  decisions  are  somewhat 


questions.  First,  what  is  international  marketing  strategy  and  how  does 
it  differ  from  domestic  strategy?  Second,  why  do  a certain  nation's  firms 
outperform  ocher  nations'  firms  in  a given  industry?  Third,  are  there 

differencial  races  of  performance  over  cime? 

ace  strategy  and  chac  it  Is  che  mis  of  a firm's  country  of  ownership, 
result  in  effective  strategies,  it  will 


CHAPTER  2 
LITERATURE  REVIEW 


Introduction 


attention  by  marketing  scholars.  What  little  research  has  recently 
appeared  (Tse  ec  al. , 1988:  Kotabe.  1990).  focuses  on  culture  as  the  key 
differentiating  variable  which  distinguishes  domestic  from  International 
marketing  strategy.  It  will  be  argued  here  chat  an  overemphasis  on 
microeconomics,  psychology  and  anthropology  as  well  as  an  underutilization 


international  marketing  research:  these  disciplines  can  make  an 

In  this  chapcer,  cencacive  answers  are  formulated  to  three 

che  field  of  international  marketing  sought  to  differentiate  itself  from 
domestic  marketing?  How  should  it  do  so  in  che  future?  1 begin  with  a 
brief  discussion  of  the  current  malaise  in  che  field  of  international 

unprepared  for  che  "non-American  challenge"  of  che  1980s  and  1990s. 
International  aspects  of  business,  particularly  although  not  exclusively 
in  the  field  of  marketing,  have  been  largely  neglected  in  business 


curriculum  and  research.  Despite  early  efforts  by  Leighton  (1970)  to 
alert  marketing  scholars  to  the  fundamental  changes  in  competition  and 
industry  structure  American  firms  were  likely  to  face  in  the  decades  to 
follow,  marketing  scholars  have  been  slow  to  respond.  As  recendy  as 
198a , the  editors  of  the  Journal  of  Marketing  lamented  this  apparent  lack 
of  interesc  in  international  marketing  research  on  the  pare  of  the 
marketing  research  community  commenting  "...  that  despite  the  obvious 

reflected  in  the  marketing  literature”  (Cunningham  & Green.  198a,  p.  9). 
In  part,  this  dearth  of  research  activity  is  a result  of  marketing's 

more  work  in  this  area,  admitted  the  difficulty  In  providing  a sec  of 
has  it  been  so  difficult  to  delineate  the  scope  of  international 
One  major  reason  chat  it  has  been  so  difficult  t 
definitions.  Despite  an  early  accempt  by  Henley  (1972)  ti 

political  science,  etc.,  will  still  have  several  meanings.  In  a myopic 
and  ethnocentric  sense,  international  marketing  means  anything  having  to 


i idencify  the 
s a variety  of 

sociology,  and 


U.S.A.  (Jain.  1990),  This  perspective  might  be  labeled  Foreign  in, 

1986;  Cole.  1980;  Meissner,  1980)  are  generally  referred  to  as  Area 
studies.  Since  most  of  marketing  research  focuses  on  America,  one  could 

primary  shortcoming  of  area  scudies  is  its  lack  of  generalizablllcy 
(Kaynak  & Savitt,  1984).  Thus,  it  is  not  surprising  to  find  lack  of 
generalizabillty  as  a common  cricicism  of  contemporary  consumer  research 
(Douglas  & Craig,  1984). 

more  countries  are  the  subjecc  of  investigation  (Kaynak.  1978;  Leff  & 
Farley.  1980).  The  more  countries  in  the  study,  the  more  potentially 
generalizable  the  findings.  International  marketing,  in  contrast,  deals 
with  between  nations  relations  rather  than  comparisons  of  within  nations 

in  several  different  countries  (Kaynak  & Savitt,  1984). 

Comparative,  and  International)  combine  to  form  the  field  of  international 

macro,  meso,  micro,  and  individual.  Global  analyses  treat  the  world  as  a 
homogeneous  unit  (Ohmae,  1991).  macro  analyses  operate  ac  the  national 
level  (Porter.  1990a),  meso  scudies  operate  at  the  industry  level  (Porter, 
1986).  and  micro  scudies  operate  at  the  firm  level  (Young  & Hood.  1976). 


y complicate  Che 
marketing  expects  to  draw  upoi 

Taken  In  this  light  it 
had  difficulty  delineating 

Ethnocentric  in  the  sense  c 
marketing  has  largely  been  sec 


the  work  being  done  in  ocher  international 
:h  such  experts,  adopting  the  same  precise 

,s  easy  to  see  why  marketing  scholars  have 
the  scope  of  international  marketing. 

i as  Foreign  marketing.  Myopic  in  the  sense 
synonymous.  International  environments  are  seen  as  opportunities  co 
Rhee , 1989)  rather  chan  as  an  opportunity  co  add  co  the  knowledge  base  by 
national  boundaries. 

answers  co  two  questions:  What  is  International  marketing  strategy)  How 

What  is  international  marketing  strategy?  It  becomes  easier  to 
answer  that  question  if  one  examines  the  constituent  components  of  incer- 

markecing  theory  as  illustrated  in  Figure  2.1.  International  political 


economy  is  defined  as  Che  manner  in  which  poiicics  Influences 

speccive  of  Learned,  Chrisciansen,  Andrews,  and  Guch  (1965)  who  defined 

encompasses  key  choices  about  goals,  products,  marketing,  and  manufactur- 
ing. Marketing  theory  encompasses  many  of  che  theoretical  contributions 

more  fully  elaborated  in  che  sections  co  follow,  these  cursory  definitions 

basis,  international  marketing  strategy  can  be  seen  as  the  juxtaposition 
of  marketing  theory,  business  stracegy,  and  international  political  econ- 

order  they  are  juxtaposed  varies  from  discipline  co  discipline.  Figure 

which  has  been  done  in  international  marketing  strategy.  Paths  l and  2 

respectively.  From  these  perspectives,  international  marketing  represents 
a context  in  which  co  generalize  domestic  marketing  theory.  Path  3 repre- 
sents traditional  chinking  in  che  field  of  international  business.  From 
this  perspective,  countries  are  viewed  as  being  home  oi 

a new  approach  to  international  marketing  stracegy.  From  this 
perspective,  government  policies  are  seen  as  influencing  a company's 


Marketing  Theory 


Both  paths  3 and  4 adopt  Me itz  and  Wensley's  (1984)  view  of 
selecting  target  product-markets  and  identifying  and  exploiting  the  broad 

activities"  (p.  18).  Thus,  marketing  strategy  is  seen  as  choosing  che 
marketing  mix  which  best  supports  the  business-level  strategy. 


International 
Political  

1 , 

us!nessl0nal 

International 
^ Marketing 

■ 

* International 
Marketing 
, Strategy 

nr 

industrial 

This  cannot  be  done  without  knowing  what  the  business  strategy  is.  Thus, 
from  this  perspective,  marketing  strategies  change  only  if  business 
strategies  change. 

Table  2.1  summarizes  key  attributes  of  each  of  the  four  perspectives 


international  Marketing  Strategy  Scholarship. 

Attempting  to  identify  unique  international  marketing  strategies  to 
use  to  compete  in  Che  emerging  global  economy  has  proven  to  be  a somewhat 
difficult  task.  This  is  partly  due  to  the  fact  chat  there  is  a strong 

international  marketing  strategy.  Beginning  wich  Shech  (1972).  a majority 
of  marketers  hove  agreed  with  George  Weiseman  of  Phillip  Norris  who  said 
chat  there  was  no  such  thing  as  international  marketing,  only  domestic 
marketing  worldwide  (Keegan.  1981).  This  is  the  view  of  marketing  held  by 
multidome5tic  corporations  (Porter,  1986).  Keegan  (1981)  makes  the  flip 
side  of  this  argument  by  noting,  with  the  exception  of  certain  markets 

such  thing  as  a pure  national  market;  all  markets  are  either  actual  or 
potential  international  markets"  (1981,  p.  2).  Both  c 

marketing.  The  international  environment  merely  creates  a considerably 

marketing  generally  and  the  field  of  international  marketing  strategy 
specifically  essentially  redundant.  In  order  to  prevent  the  field  of 

duplication,  it  is  important  to  delineate  new  subfields  in  a given  area  by 
the  manner  in  which  chey  distinguish  themselves  from  what  is  already 
known.  In  short,  when  moving  from  domestic  to  international  strategies, 

worthy  of  study,  it  is  necessary  to  explain;  (1)  how  international 


Comparison  of  Incernacional  Scracegic  Perspeccives 


Economics  and 
Business 


Inference  allocation  manipulate 

intention 


knowledge  and 
industry 


Douglas  and  Johanson  ai 
Rhee  (1989)  Thorelli 
(1985) 


Dunning  and  Porter  (1980, 
Pearce  (1982)  1985) 

Porter  (1986. 


differ  councry 


meeting  t 


ericeria.  As  Kogut  (1989)  states,  ' 
that  the  world  Is  a bigger  place,  , 

like  this  (Keegan,  1989)  imply  that  what  is  happening  when  firms  move  from 

The  implications  of  this  logic  is  chat  to  survive  (particularly  in 

instances)  accommodate  regional  preferences.  This  leads  to  the  second  and 

school's  perspective,  culture  is  what  distinguishes  international  from 

international  marketing  needs  to  develop  and  test  unique  marketing 
theories  of  culture. 

variability  results  in  the  need  for  greater  adaptability  and  flexibility. 
Cultural  complexity  which  makes  it  more  difficult  to  understand  the 


standardize  marketing  practices.  Terpstra  cautions  chat  structures  an 
technologies  may  not  transfer  from  culture  Co  culture, 

Lee  (1966)  suggests  Chat  Che  root  cause  of  these  difficulties  i 
what  Perlmucter  (1965)  terms  ethnocentrism.  Ethnocencrlsm  is  using  one' 

(1981)  gives  numerous  illustrations  of  this  point. 

Although  it  is  taken  as  a given  In  many  quarters  that  culture  is  ch 


the  international  marketing  environment . 
a this  approach.  First,  as  empirical  work 
s indicated,  firm  characteristics  such  as 
ir  better  predict  International  variations 

n domestic  marketing. 


there  are  numerous  problems  wit] 

(Douglas  & Wind,  1973;  1976)  ha 

in  corporate  activities  chan  d 
(1989)  analogy  illustrated,  culcure  plays  a r 

many  produce  categories.  As  the  world  economy  becomes  more  globalized, 

characteristics  behave  more  similarly  than  do  people  in  the  same  country 
but  from  different  social  classes  (Keegan.  1989).  Fourth-  I suggest  Chat 
culture  is  more  of  a caccical  variable  chan  a strategic  one.  That  is. 
firms  decide  on  a generic  strategy  (niche,  leverage,  etc.)  but  prior  to 

scracegy  implementation  rather  than  in  strategy  formulation.  Ricks  (1983) 
in  showing  the  disastrous  results  of  ignoring 


subject  to  managerial  manipulation.  Thus,  from  the  managerial  perspective 
business  environment,  culture  is  not  theoretically  interesting  because  the 


>r  culture  do  not  provide  international 
; to  provide  additional  insights  inco 
e possible  avenue  of  research  which,  to 


marketing  scrategy  wit 
business  strategy,  whac 

my  knowledge,  has  not  been  done  but  which  could 
strategic  decision-making  literature  (Schwenk. 

Co  examine  why  Ricks'  (1983)  marketing  blunders  occur.  Are  there 
characteristics  of  firms  and/or  managers  which  make  them  more  or  less 
likely  to  make  these  blunders?  Are  there  techniques  which  can  be  employed 
to  change  disfunctional  managerial  behaviors?  Such  characteristics  might 

(myopia,  ethnocentrism.  etc.). 

A second  area  of  research  which  has  seen  some  effort  (Anderson  A 
Coughlan,  1987)  Involves  mechanisms  firms  con  employ  to  offset  the 

include  initial  involvement  decisions  (Cavusgil,  1980;  Cavusgil  & Nevin, 
1980;  Bllkey,  1978),  entry  and  expansion  strategies  (Ayal  & Zif,  1978; 

1979) ,  export  strategies  (Czinkota  A Johnston.  1980).  country  clustering 
(Seth,  1971),  identifying  global  market  segments  (Thorelli  A Becker, 

1980) ,  and  developing  global  produces,  channels,  and  pricing  strategies 


(Levitt,  1983). 


received  relatively  little  attention.  One  major  factor  chat  distinguishes 
international  marketing  strategy  from  domestic  marketing  strategy  is 

provide  a basis  for  producing  a sustainable  competitive  advantage.  In 


marketplace  ti 


s heavily  sanctioned 
ir  distinctive  ways. 


o promote  the  interests  of  one  don 
domestic  firms  is  considered  "unfair." 
i attempts  become  public  knowledge, 

routinely  intruding  in  the  marketplace. 

Politics  can  influence  firms  in  at  leas 

through  adjusting  their  firms'  competitive  strategies  (Kogut,  1989).  From 

all  nations  (and  their  policies)  do  is  serve  to  divide  the  world  into  a 

become  chose  of  global  integration  (standardization)  and  national  adaption 
(Fayerweather,  1969;  Doz,  1979;  Kogut,  1989;  Forcer.  1986;  Jain.  1990). 
The  problem  with  this  literature  is  chat  it  is  too  simplistic,  merely 
focussing  on  Che  influence  of  standardization/national  differentiation  on 

seeing  governments  as  market  disrupcers  who  create  distortions  or  "market 


(Ring,  1990). 


or  hose  government  intrusion  into  international  marketings  activities 
(Simon.  1984;  Kobrin,  1982;  1979).  Both  of  these  approaches  essentially 


through  the  creation  of  "strategic  crade  policies"  (Brouchers.  1990). 

However,  chere  is  a fourth  manner  in  which  governments  influence 
marketing  strategy  literature.  Through  the  creation  of  certain  laws  and 

can  be  induced  to  shift  from  short  term  profit  maximisation  to  goals  of 

firms  from  different  countries  having  different  goals  has  been  suggested 
(Douglas  & Rhee,  1989)  and  empirically  observed  (Doyle,  Wong,  & Sanders, 
1989;  Morrison,  1989;  Porter,  1990a),  the  notion  that  these  goals  are  a 
consequence  of  government  activity  and  this  activity  can  be  expressly 

build  predictive  and  descriptive  models  of  international  strategic 
competition  has  never  before  been  presented.  Yet,  this  is  the  focus  of 


Mill  hopefully  explain  contemporary  patterns  of  international  strategic 
competition.  However,  before  explaining  the  framework,  it  will  first  be 

business  and  strategy  (business  policy/industrial  organization)  which  led 


emphasis  from  pure  models  of  international  trade,  as  were  previous 
discussed,  to  hybrid  models  of  international  economic  involvement,  which 
incorporate  international  trade  and  international  (direct)  investment/ 

multinational  corporate  activity.  Thus,  it  is  not  surprising  that  they 

providing  insights  into  the  nature  of  international  business  strategy. 
Several  of  the  more  significant  approaches  are  discussed  below. 


Ctoba)  Horljons 

was  the  work  of  Aharoni  (1966),  He  asked,  what  are  the  forces  thac 
of  reasons,  some  internal  (development  of  new  technology  or  produces, 


influence,  matching 


competitors  moves,  foreign  government  initiatives,  etc,)  firms  at  various 


Market  Imperfections 

A second  approach  to  understanding  International  business  can  be 

a firm  decision  to  invest  in  a foreign  councry  is  based  on  che  desire  to 
take  advantage  of  specific  capabilities  not  processed  by  che  local 
competition  (Hymer,  1976) . 

In  entering  a foreign  market  a firm  suffers  from  a number  of 
distinctive  disadvantages  vis-a-vis  its  local  competitors.  local 

chis  knowledge  only  ac  a price.  In  addition,  che  foreign 


exchange  races  (Ricks,  1983). 

Therefore,  in  order  for  the  firm  to  gain  a sustainable  competitive 
advantage  over  the  local  firms,  che  firm  must  necessarily  have  advantages 

both  within  che  firm  ( incernalizacion  or  transaction  cost  advantages)  and 
across  geographical  distance.  Advantages  can  be  either  firm-specific  or 
ownership-specific  (Hymer,  1976). 

The  market  imperfections  theory  argues  Chat  in  che  real  world,  in 
economics,  products  are  not  homogenous  and  firms  do  noc  all  have  equal 


rms  gain  sustainable  competitive  advantage  through 
Che  Imperfections  of  the  marketplace.  Product  differentiation,  brand 

patents,  economics  of  scale/scope,  and/or  access  co  capital/labor  markets 

chan  between  firms,  Chen  che  knowledge  market  is  said  co  be  Imperfect  and 
selling  It  (Caves,  1971). 

Market  Imperfecclons  help  explain  the  existence  of  oligopolistic 
structures  In  specific  Industries  (Knickerbocker.  1973).  In  such 

being  in  as  many  markets  as  possible,  a firm  maximizes  its  source  of 
advantage.  Other  firms  in  the  industry  must  necessarily  also  expand  to  as 

1979)  gained  by  being  in  more  markets,  s 

This  theory  helps  explain  why  certain  industries  are  more  likeiv  to 

Investment,  as  opposed  co  ocher  methods  of  entry,  such  as  exporting  or 
Licensing,  Is  Che  mechod  of  choice  for  exploiting  che  firm's  advantage. 


Internalization  Theories 

Coase  (1937),  in  his  theory  of  che  firm,  suggested  that  the  firm 
should  be  viewed  as  an  alternative  to  che  marketplace  when,  as  was 
previously  mentioned,  the  firm's  internal  markets  produce  more  efficient 


(prof itable)  results  chan  che  external  marketplace  - 
(1976)  extend  this  notion  in  developing  t 

proprietary  knowledge  of  che  firm  by  "internalizing  markets  across 
national  boundaries"  (Buckley  & Casson,  1976.  p.  S3).  Buckley-Casson 

production  orientation.  In  contrast.  Williamson  (1981)  focuses  more  on 

Williamson's  idea  of  transaction  costs  analysis  comes  much  closer  to 
the  way  in  which  marketing  scholars  view  firms.  Williamson  (1981)  posits 

Local  competitors  initially  know  che  local  market  better  and  have  a better 
grasp  of  the  subtleties  of  the  local  competition  than  che  global 

more  competitive  chan  the  foreign  firm.  This  situation  can  be  changed 
only  when  che  global  firm  has  "transaction  specific  assets"  (TSAs)  which 

TSAs  might  include  cosc  advantages  driven  by  scale  economies  or  some  other 

becomes  conceived  of  as  global  marketing  system:  one  chat  formulates 
global  strategies  and  relates  them  to  corporate  resources  to  optimize 
international  marketing  opportunities.  Work  by  Coughlan  and  Anderson 


(1987)  illustrates 


extended  to  questions  of  market  entry.  More  recently,  Klein  (1990)  apply 
t analysis  to  examine  channel  integration  in  International 


Eclectic  Theory  of  International  production 

Dunning  and  Pearce's  ecleccic  theory  of  international  production 
attempts  to  integrate  internalization  theory  with  other  theories  of  FD1 . 

theory  focusses  on  how  to  serve  foreign  markets  (method  of  entry). 
Industrial  organization  theory  tends  to  focus  on  firm-specific  advantages. 

Industrial  organization  theory  has  concerned  itself  with  identifying 


. these  factors  include  superior 
product  differentiation. 

ne  key  criteria  for  the  location  of 


Dunning  and  Pearce  (1982,  p.  7i 

Location  theory  historically 
costs  and  resource  availability  as 

firm  activity  (Uilkins,  1979).  However,  with  the  advent 
transportation  costs  and  the  uncoupling  of  manufacturing  from 

1982;  Porter.  1986).  Thus,  Che  country -specific  (both  home  and  host; 

derived  from  resources:  natural,  population,  and  capital. 


Dunning's  model,  however, 
and  hose  councry  characceriscics, 


nc,  manners,  and  breadth  of 


are  guided  by  f 


'm-speclflc  ownership  advantages  (0); 


c)  country - 


specific  internalization  (I)  advantages  for  maintaining  proprietary  rights 
for  production.  Thus,  patterns  of  trade  and  investment  are  co  a large 

Dunning  and  Pearce's  theory  suffers  from  two  shortcomings.  First, 
and  most  important,  it  does  not  cake  into  accounc  che  fact  chat  individual 

co  variations  in  che  world  economy  in  similar  fashions.  Thus.  Dunning  and 

of  international  competition,  Second,  che  model  does  not  distinguish 
between  policy-determined  elements  of  a country's  environment  from  chose 
locational  aspects  which  are  not  susceptible  to  political  manipulation. 


Competitive  Advantage  of  Nations 

Porter  (1990a;  1990b)  extends  his  earlier  (1986)  work  in  which  he 
suggested  that  industry  structure  is  the  key  determinant  of  International 


» Competitive  Advantage  o 


ations'  firms  succeed  i 


attempts  to  answer  the  quescion  why  cercain  c 
international  competition.  His  purpose  was  to  guide  managers  seeking  to 

marketplace  as  well  as  government  policy  makers  who  might  wish  to 
Porcer  bases  his  analysis  on  four  major  points: 

their  value  chain  activities  in  host  countries,  basing  competitive 
advantage  on  a global  configuration  of  activities,  rather  than  being 

the  point  made  by  Porter  in  his  work  Competition  in  Clohol 
Industries  (1986), 

3.  The  primary  basis  for  obtaining  and  sustaining  competitive  advantage 

haul  are  those  who  aggressively  take  advantage  of  these  innovations 

similar  to  Williamson's  (1973)  first  mover  advantage,  which  suggest 
chat  it  is  che  first  firm  to  exploit  an  innovation  which  Is  likely 


industry 


aggressive  marketing  activity. 

Porter  suggests  that  the  attributes  of  a nation  w 

basis  for  sustainable  competitive  advantage.  "Four  broad  attributes  of  a 

chat  each  nation  establishes  and  operates  for  its  industries,"  (Porcer, 
1990b,  p.  77). 

considered  essential  for  effective  internacionai  competition  are 

2.  Demand  conditions.  This  focusses  on  the  nature  of  home  country 
consumers.  Porcer  suggests  chac  superior  products  and  firm 

Competitive  business  environments  and  sophisticated  consumers  lead 

performance  provides  a basis  for  sustainable  competitive  advantage 

these  superior  goods  exist. 

3.  Related  and  supporting industries.  The  presence  of  support 

industries  in  Che  home  country  can  provide  a basis  for  international 


s includes  conditions  m 


! country  concerning  r 


(Forcer  1990a,  p.  77). 

How  chese  four  faccors  influence  international  competitiveness,  according 
Co  Porcer,  is  briefly  summarized  below. 

abundance  in  cwo  ways.  Pirsc,  Porcer  suggescs  chat  faccors  of  production 
factor  endowments  expand  to  include  human  resources,  climace.  physical 
and  infrastructure. 

rather  than  remaining  scatic.  Although  some  faccors  such  as  climace  and 

equipment,  and  infrastructure.  Abundant  local  supplies  of  sv 
can  provide  a basis  for  international  competitiveness  because  S' 


Specialized 


superiority,  and/or  specialized  support  systems 
likely  to  provide  a basis  for  advantage  because  they  are  in  sho: 
difficult  to  develop,  and  hence,  relatively  inaccessible 

strategic  competitiveness  as  Che  "unique  selling  proposition" 
product  differentiation. 


Demand  condi cions.  Porter  suggests 


competitive  advantage  in  industries  where  the  home  demand  gives  th 
companies  a clearer  or  earlier  picture  of  emerging  buyer  needs,  and  wh 

sophisticated  competitive  advantages  than  their  foreign  rivals.  The  s 


demand"  (1990a,  p.  79). 

Although  conceding  domestic  market  size  is  important  "when  a 

market  than  in  foreign  markets"  (1990b,  p,  79),  Porter  goes  on  to  say  that 
domestic  buyers  are  more  crucial  to  global  advantage  than  are  the  size  or 
mix  of  segments.  Tough  domestic  buyers  stimulate  firms  by  providing 

window"  into  evolving  buyer  needs;  (3)  mechanisms  to  improve  communication 
becween  buyers  and  producer;  and  (9)  a stimulus  for  continual  product 
improvement  and  innovation. 

Porter  goes  on  to  give  illustrations  of  how  consumer  demand  leads  to 

stimulated  production  is  very  similar  to  the  biological  model  of  trade. 

conditions  which  produce  differentiated  products  which  in  turn  can  be 
exporced  to  similar  market  segments  in  other  countries.  Porter’s  view  of 
Che  importance  of  market  size,  however,  does  seem  to  contradict  Dunning 
and  Pearce  (1982)  who  suggested  that  market  size  was  the  key  variable  In 


about  product  development  while  Dunning  and  Pearce  were  talking  about 
Related  and  supporting  industries.  Home  country  suppliers  can 

domestic  suppliers  can  adopt  their  own  processes  t< 

their  own  product  plans  to  take  advantage  of  supplier's  product  innova- 
tion. Third,  to  che  degree  to  which  suppliers  and  firms  are  technologi- 
cally interrelated  and  at  the  introductory  or  growth  phase  of  an  industry 


competition  was,  in  many  respects,  the  most  important  attribute.  He  found 
that  a nation's  most  successful  global  industries  were  the  ones  in  which 

because  intense  domestic  competition  results  in  firms  innovating  faster 

Porter  also  found  that  firms  have  general  tendencies,  with  frequent 
specific  exceptions,  to  see  goals,  choose  strategies  and  organise  in 
distinctly  nationally  rocognizable  patterns.  According  to  Porter,  suc- 
cessful Italian  firms  tended  to  be  small  to  medium  sized,  privately  owned 
and  operated  like  extended  families,  while  in  Germany  successful  firms 
tended  to  be  strictly  hierarchical  in  organization  and  management 


e technical  backgrounds.  Italian 


practices,  and  cop  managers  usually  h. 
companies  tend  to  be  global  leaders 

focus,  customized  products,  niche  marketing,  and  flexibility.  German 
management  systems  perform  best  in  technical  or  engineering  orienced 

require  precision  manufacturing,  development  and  after-sale  service,  all 


characteristics  of  national  capital 


81). 


compensation  practices 


Switzerland,  banks  hold  substantial  percentages  of  corporate  s 

may  only  be  moderace"  (1990a.  p.  81).  Conversely,  che  U.S.A.  wich  Its 

annual  dividends,  and  annual  management  bonuses,  will  do  well  in 
relatively  new  industries  like  software  and  biotech  but  will  face  strong 


Thus.  Porter  suggests  that  the  goals  of  publicly  held  firms  reflect 
the  characteristics  of  national  capital  markets  and  chat  che  confluence  of 

success  in  global  markets.  First,  a fit  between  the  goals  of  che  capital 
market  and  che  industry  is  needed  to  facilitate  global  success,  Second, 


different  national  capital  markets  set  different  goals  for  different  types 

related  to  the  need  for  capital.  Thus,  a firm  could  ultimately  fail  when 
the  capital  market  sets  counter-productive  goals,  Lascly.  Porter  also 

attitudes  toward  risk,  and  professional  pride  also  exert  and  influence  on 

creating  advantage  was,  at  best,  secondary.  Government  policies  could 

lacks  the  power  to  creace  advantage  in  the  absence  of  other  favorable 
factors.  Foreign  exchange  controls,  limiting  foreign  direct  investment. 


personnel,  and  controls  < 
examples  Porter  cites. 


domestic  or  foreign  managerial 
rivalry  rather  chan  being  che  creator  of 


Critique.  Porter's  framework  represents  a substantial  atcempc  t 

comprehensive  view  of  che  nature  of  international  business  rivalry  t 
date.  However,  it  is  more  descriptive  chan  normative  particularly  wit 
respect  to  che  firm,  which  in  realicy  is  che  most  common  agent  o 


international  exchange . 


Specifically  chen,  Porcer's  work  suffers  from  four  major 
shortcomings . First,  Porcer's  framework  is  excreraelv  complex  and  somewhat 
vague  in  explaining  how  the  four  components  of  the  "diamond"  fit  together 

advice  on  how  their  firms  can  become  more  competitive  vis-a-vis  their 

described  wichouc  explaining  how  they  came  into  existence.  Understanding 
why  capital  and  labor  markets  differ  among  nations  might  facilitate  the 

plays  in  creating  international  bases  of  sustainable  competitive 

play,  that  of  introducing  distortion  into  international  competition; 
protecting  and/or  subsidizing  domestic  firms  while  inhibiting  foreign 

nations  was  surprising  in  one  major  aspect.  Although  consistent  with  his 
earlier  work  (Porter,  1986)  which  emphasized  industry  structure  as  the 

systematically  integrate  what  he  was  saying  about  international  bases  of 


(1980;  1985). 


Summary 


Councry  bos 


n see  by  chis  review,  che  international  economics/business 
had  a tendency  Co  focus  on  broad,  general,  and  theoretical 
of  limited  utility  to  managers.  More  recent  work  (Dunning 
Porter,  1990b)  has  suggested  chat  international  business 
result  of  councry/industry  structure/ firm  advantage, 
of  advantage  can  stem  from  home-host  country  locational 


described  by  che  biological  theory  of  crade  theorists  (Dinopolous,  1988) 
and/or  from  one  or  more  of  che  four  "bases''  in  Porter's  diamond  (1990b). 

the  current  models  a* 

Conversely,  dome: 

Perhaps  by  identifying 


trade  now  exists.  Perhaps  one  such  reason  is  ch, 
: trying  to  accomplish  coo  much.  Porter,  f 


producing  and  sustaining  competitive  advantage. 


that  new  knowledge  with  what  is  known  about  industry  s' 
advantage  might  be  identified. 


As  Weitz  and  Uensley  (1989)  point  out.  the  terra  strategy  can  refer 
"Co  a specific  decision  made  by  che  executive"  (content)  (1989,  p.  9).  in 


The  strategy  concent  liceracure  examines  decisions  regarding  che 
cheir  business  units  (Fahey  & Christianson.  1986).  Typically,  strategy 

will  restrict  its  discussion  to  che  more  commonly  held  view  that  equates 
formulation  with  concent. 


Scooe/lnduscrv  Structure 

Studies  of  corporate  diversification  are  what  began  che  empirical 
work  on  scracegy  concent.  Rumelc  (1976)  conducted  che  first  comprehensive 
study  of  diversification.  Rumelc  found  Chat  diversification  did  signifi- 

Constrained  diversification  builds  on  a single  corporate  strength  or 

Montgomery  (1981)  attempted  co  replicate  Ruraelt's  earlier  work.  They 

che  significant  relationship  between  firm  performance  and  diversification 
strategy  disappeared.  Other  scholars  examined  che  constrained  diversified 
firms  (Bettis,  1981;  Beccis  & Hall.  1982;  Rumelc,  1982)  and  identified 
several  moderating  variables,  notably  market  share,  high  advertising,  and 
R & D expenditure  levels.  Bettis  (1981)  in  particular  suggested  that 

core  screngch  could  be  used  to  erect  entry  barriers  could  have  quite 
positive  effects  on  firm  performance. 


model  further  examined 


id  R & D relationships.  Although  early  work  (Buztell.  Gale. 

; Gale,  1972;  Catto.  1980;  Ham,  I960)  confirmed  the  above 

findings,  more 

recent  work  has  called  much  of  the  earlier  P1MS  work  into 

question.  Woo  and  Cooper  (1981)  and  Hamermesh.  Anderson,  and  Harris 
(1978)  found  that  low  share  business  could  be  quite  profitable.  More 
recent  work  by  Uoo  (1983)  also  showed  that  leading  market  share  firms  did 
not  necessarily  have  high  profitability.  Hambrick.  MacMillan,  and  Day 
(1982)  used  the  BCG  framework  and  found  that  the  market 
share/profitability  relationship  only  held  for  "star”  corporations. 
Zeithhaml  and  Fry  (1989)  found  that  market  share  and  profitability 
Increases  appear  concurrently  in  many  circumstances  involving  mature 
industries.  Schendel  and  Patton  (1978)  replicated  the  earlier  P1MS  work 


and  found  the 

initial  results  that  Increases  in  market  share  and 

profitability  '. 

'ere  related  when  Industry  was  taken  as  a whole  but  if  the 

industry  were 

broken  into  "strategic  groups"  a negacive  relationship 

emerged.  As  Fahey  and  Christiansen  state,  "to  the  degree  chat  the 


strategies,  it 

is  not  meaningful  as  either  a basis  of  explanation  or  a 

guide  to  action 

i in  a particular  product  marketing  setting"  (1986.  p.  174) 

Rumelt  and  Uensley  (1981)  found  that  the  linkage  between  market  share  and 


”"'u’  “ 

i to  "stochastic  shocks”  which  simultaneously  affected  both 

this  linkage  mf 

ly  be  spurious.  Jacobson  (1990)  pucs  che  final  nail  in  the 

coffin 


research.  By  placing 


dynamic  (pooled 


i industry 


between  share  and  profitability  disappears. 

The  findings  concerning  concentrated  diversification  a 

with  Che  writings  in  industrial  organization.  Mason  <195  7 > and  Bain 

specifically,  Bain  developed  the  notion  of  entry  barriers.  Alchough  they 
can  cake  many  forms,  the  net  effect  of  entry  barriers  is  Co  increase  the 

markets.  As  a consequence  of  high  entry  barriers,  high  profitability  can 


, several  more  recent  developments  In  industrial  organizations 

technological  basis  for  scale  economies  but  so  can  price  effects  and/or 
contractual  financial  effects  (Tellis.  1989). 

Economies  of  scope  exist  when  ic  is  less  costly  to  combine  two  or 

them  separately.  Where  this  oct 
(Panzar  & Willig,  1981), 


(sometimes  called  experience)  effects  are  said  to  exist  (Spence,  1981). 

Economies  of  scale,  scope,  and  learning  (experience)  effeccs  all 


is  one  important  method  of  creacing  entry  barriers.  New  entrants  in  high 
leverage  industries  will  compete  at  a cost  disadvantage. 

barriers  can  be  erecced.  They  can  do  so  in  at  least  cwo  different  ways. 
Patents.  Patents  are  a consequence  of  successful  application  of  R6D 

market  (Grossman  & Shapiro,  1986),  However,  patents  do  not  assure 

patent.  History  is  replete  with  examples  of  products  invented  by  one  firm 
being  utilized  much  more  effectively  by  rival  firms  (Porcer.  1985). 

XeghaalggiCPl  spillover?  are  another  advantage  of  Innovation.  This 


another.  Spillovers  can  occur  between  product  lines,  firms,  industries, 
and  nations.  The  more  a firm  can  limit  spillover  to  its  own  firm  the  more 
advantage  it  can  reap  from  spillover  effeccs  (Robinson,  1986) 

Thus,  innovation  and  leverage  appear  to  be  two  of  the  major  defining 
characteristics  of  industry  structure.  Ocher  possible  characteristics 


firms  (Porter.  1990a) 


price  sensitivity  (Day,  19 BA J as 
expansion  of  markets  (Zeichaml  ( 


Fry. 


Generic  Strateeies/Strateelc  Groups 

Although  industry  structure  does  much  to  delineate  the  strategic 
options  available  to  a firm,  it  does  liccle  to  suggest  to  a firm  which 
strategy  options  a company  should  choose,  lnduscry  structure  analyses,  as 

Many  researchers  (Hofer  & Schendel.  1978:  Beard  & Dess,  1981;  Hawes  e> 
Crittenden,  1980)  feel  chat  lnduscry  structure  analysis  focusses  on 

while  business  level  strategies  (which  producc/markec  should  a firm  be  in 
and  on  what  strategic  basis  should  a firm  compete?)  may  differ  on  a firm 

classify  firms  based  on  the  strategies  chey  (should)  employ.  Such 
strategic  taxonomies  are  increasingly  referred  to  as  generic  strategies  or 

The  term  "strategic  groups"  was  first  used  by  Hunt  (1973)  to  note 
chac  clusters  of  firms  in  the  "white  goods"  industry  possessed  differences 

integration.  Problems  facing  potential  entrants  differed  depending  on 
which  to  apply  the 


(1983)  found 


produces:  harvest,  builder,  oonclnulry.  climber,  niche  and  cashout. 

Hawes  and  Crittenden  (198A)  found  "three  relatively  unique  strategic 

aggressive  initiators  (first  movers  or  "market  pioneers")  consistently 

(p.  36):  efficiency,  service,  product  innovation,  and  brand  idencifi- 

finding  was  consistent  with  Urban  ee  al.  (1986)  who  found  similar  advan- 

(Ucterback  6>  Abernathy.  1975;  Hofer  6>  Schendel.  1978;  Vesper.  1979;  Miles 
& Cameron.  1982)  all  have  one  element  in  common;  they  have  never  been  rep- 

of  the  characteristics  of  an  emerging  research  area.  So  far  the  research 
is  largely  noncumulacive;  a sec  of  unrelated  efforts  to  caxonomically 
identify  strategy  or  environmental  types.  [Moreover)  . . . lictle  conver- 
gence has  emerged  in  che  categories  of  strategy  types"  (1986,  p.  175). 

One  exception  to  the  lack  of  convergence  is  che  reoccurrence  of 
innovation  or  pioneering  advantages  described  above.  A second  polnc 

noncumulative . Two  notable  exceptions  are  the  typologies  of  Miles  and 
Snow  (1978)  and  Porter  (1980;  1985).  Both  typologies  h, 


recapped  below 
Miles  an 
identifies  foi 
industries: 


four  generic  strategies  based  on  fi 
defenders,  prospectors,  analysers,  ant 


niches  competing  primarily  on  the  basis  of  price,  quality  or  service. 
Prospectors  are  market  and  product  pioneers.  They  exploit  first  mover 

new  market  opportunities.  Analysers  make  fewer  and  slower  innovations 
than  prospectors  but  are  more  innovative  than  defenders.  All  three  of 

Snow.  They  concluded  that  these  three  strategies  could  be  equally 

performance.  Reactors  were  firms  who  tended  to  not  develop  stable 
attitudes  toward  product  and  market  innovation. 

Hambrick  (1983a)  found  partial  support  of  the  Miles  and  Snow  (1978) 
typology,  but  discovered  that  performance  depended  on  the  industry 
structure  and  environment  (i.e..  stages  of  the  product  life  cycle,  high 
versus  low  growth  markets,  and  high  versus  low  product  innovation 
industries).  Similar  to  other  research  (Miller.  1986:  Snow  6 Hambrick, 
1980;  Douglas  & Rhee,  1989)  concluded  that,  "Not  only  were  [Miles  and 

attributes  and  policies.  notably  in  product  R&D  and  marketing 
expenditures,  buc  also  there  were  differences  in  the  effectiveness  of  the 


various  strategies  depending  on  the  environment.  A prospector  strategy, 
for  example,  was  found  to  be  more  effective  in  an  innovative  industry, 
though  not  necessarily  in  a high  growth  environment*'  (1989.  p.  939). 
Thus,  the  Miles  and  Snow  typology  does  not  appear  Co  be  as  generalizable 
as  was  initially  suggested.  It  does,  however,  highlighc  the  importance  of 

Porter.  Perhaps  no  taxonomy  of  generic  strategy  has  been  more 
influential  in  the  past  decade  than  the  one  proposed  by  Porter  (1980).  As 

especially  useful,  because  (1)  it  builds  on  previous  findings,  and  (2)  it 
is  appropriately  broad,  but  not  vague"  (p.  688).  Similarly,  White  (1986) 
commenced  chat  che  Porcer  framework's  appeal  is  based  in  pare  on  its 
having  ".  . .a  few  critical  dimensions  yec  has  strong  theoretical 

differentiation,  cost  leadership,  and  focus  (niche).  Each  of  these 

superior  performance.  Two  dimensions  underlie  these  strategies:  (1) 

breadth  of  che  target  markec  (broad  versus  narrow).  These  generic 
strategies  represent  "ideal  types"  and  are  therefore  somewhat  problematic 
to  operationalize. 

Porter’s  typology.  Empirical  resulcs  (Dess  6 Davis.  1989;  Galbraith  & 
Schendcl.  1983;  Hambrick.  1983a)  partially  support  the  framework.  But  the 


consistency  In  empirical  findings  (Miller  & Friessen,  1986)  point 


(1984)  has  linked  the  effectiveness  of  generic  scracegies  Co  environmental 
factors,  specifically  focussing  on  consumer  perceptions  of  products, 
Hambrick  (1983a)  noted  chat,  "It  is  simply  not  accurate  to  say  that  all 

of  which  are  equally  suited  to  a given  situation"  (p.  702).  Porter  (1985) 
conceded  chat,  indeed,  there  may  be  linkages  between  generic  strategy  and 

advantage  and  differentiation  in  turn  stem  from  industry  s 
(p.  U). 

Miller  and  Friessen  (1986)  e 
product  and  capital  goods  industries  may  exhibit  relatively  pure  cypes  |of 
generic  scracegies],  we  do  not  feel  that  this  would  be  true  for  consumer 

Cost- leadership.  Day  (1984)  links  Che  viabilicy  of  a cose  strategy 
Co  customer  price  sensitivity.  This  is  a necessary  but  not  sufficient 
i sensitivity  conveys  a market  advantage  to  a firm 

re  good  illustrations  of  this  point:  in  such  instances  cost 
i also  be  loss  leaders  and  eventually  be  driven  out  of  business. 


materials  and/or,  channels  of  distribution  or  advertising  (Murray,  1988) 


modest  levels  of  leverage. 


significantly 


cannot  continue  to 

scale  economies,  although  as  Porter  (1980.  p 
industries  possess  significant  scale  e 


i asymptotic  levels . 

be  achieved  through  product  and/or  process 

12)  points  out,  not  all 
A second  way  is  through 


experience/learning  effects.  But  as  Ghemauat  points  out.  "Experience 
(1985.  p.  144). 

exhibit  high  experience  effects.  Conversely. 

no  leverage.  Lastly,  certain  type 
negative  leverage  (which  1 will  c 

additional  fixed  costs  which  raise  the  unit  price 
illustration  of  this  would  be  high  transportation 
production  costs  such  as  in  imported  concrete. 

Differentiation.  If  cost  leadership  strategic  success  is  depend 

product/brand  performance.  Thus,  if  cost  leadership  strategies 
essentially  production  and  economics  based  (although  advertising  can  p 


produce  little  or 


i relative  c 


In  a differentiation  strategy , 
viewpoint,  Porter  (1980)  answers  that 


firm  asks  which  product  a 
. firm  should  enter  as  many  product 


superiority  1 
possibly  att 
Therefore,  a 


iure  of  sustainable  competitive  advantage  through 
Therefore,  it  does  not  make  sense  for  firms  to  dominate  segments  which  to 

sensitivity  is  not  great  (Murray,  1988)  within  markec  segments, 
industries  in  which  product  markets  can  be  created  in 

than  price  (Murray,  1988,  p.  394) , provide  a necessary  condition  for 
product  differentiation  strategies  to  be  successful.  Other  industry 

include:  (1)  low  industry  leverage  (Porter,  1985)  which  limits  com- 

petitors using  cost  based  strategies;  (2)  great  variability  in  the 
attribute  bundles  that  appeal  to  consumers  (Armstrong.  1987)  allow  firms 
to  continually  Innovate;  (3)  produce  quality  Is  based  primarily  on 
subjective  criteria  (tastes)  rather  than  on  objective  performance 

(Rotzoll,  1986)  criteria;  (4)  rapid  rates  of  innovation  which  inhibic 
competitors  from  pursuing  production  based  cose  advantages  (Cieply,  1983) : 


differentiation 


quality,  reliability,  and 


provide  long  term  bases  of  advantage  (Murray,  1988). 

Thus,  innovation  appears  to  undergird  the  differentiation  strategic 

Market  pioneers  are  likely  to  dominate  such  product  markets  (Robinson. 
1988), 


Focus  (niche).  Of  the  three  generic  strategies,  focus  appears  to 
have  created  the  greatest  confusion  (Murray,  1988.  p.  393),  Most  scholars 
(myself  included)  view  focus  as  being  a niche  strategy.  This  suggests 

breadch  strategy  is  independent  of  cost  or  differentiation.  Focussed 
firms  could  pursue  either  cost  or  differentiation;  they  did  not  have  to  be 

that  Porter  views  differentiation  at  being  merely  product  based  whereas 
marketers  see  differentiation  as  being  product -market  based.  If  Porter 
viewed  markets  as  being  differentiated  (segmented)  than  this  confusion 
would  disappear.  Moreover,  cost  and  differentiation  strategies  are  not 
totally  mutually  exclusive.  Firms  pursuing  differentiation  still  find  it 
in  their  interest  to  pursue  cost  advantages  within  the  differentiation 
framework  and  vice  versa.  It  is  the  relative  importance  of  the  two  which 


Niche  strategies  work  best  in  industries  where;  (1)  it  is  possible 
easily  allows  a firm  to  avoid  competitors;  (2)  mobility  barriers  make  it 


difficult  for  competitors  to  gain  entry  (Bain.  1968);  and  < 3 > customers 
are  relatively  price  insensitive.  Thus,  cost  (price)  strategies  are  less 

attributes  such  as  quality,  reliability,  and  service  are  more  likely  to 

for  long  term  differentiation  (Robinson,  1988).  Thus, 


in  provide  a basi 


contingent  relationships  between  generic  strategies  and  industry 
structure.  Two  industry  characteristics  appear  to  emerge  as  driving 

and  Snow  (1978)  and  subsequent  researchers  showed  that  innovation  appears 
to  have  the  greatest  Impact  in  high  innovation  industries  (Hambrick, 
1983a).  Similarly,  Porter's  "ideal"  generic  types  appeared  to  work  best 
in  predicting  industrial  sales  but  less  well  in  consumer  industries 
(Hiller  8 Friessen,  1986).  These  findings  help  provide  a basis  for 
constructing  a contingent  model  of  industry  structure  and  firm  strategy 


hold  in  an  international  environment.  I begin  wich  a 


discussion  of  previous  findings 


its  growth  rate, 
his  response  t 
s faster  growth.  It 


E research 


International  3usiness  Performance 
The  international  business 
empirical  research  concerning  each  of  two  measures  of  firm  performance, 
sales  growth  and  profitability.  Each  body  of  literature  focuses  on 
finding  the  determinants  of  successful  performance.  From  this 

Growch . Of  Che  cwo  bodies  of  liceracure  Che  site-growth  hypotheses 

undertaken  in  che  business  sector  tha 
relationship  between  Che  size  of  a firm  . 
held  idea  is  che  one  Servan-Schrieber  b 

1968).  Yet  as  Forrester  <1970)  implies  social  reality  is  often 
counterintuitive.  The  relationship  between  size  and  growth  appears  to  he 

Bain,  In  his  work.  Barriers  to  New  Competition,  points  out  chat 

efficiently.  This  minimal  size  varies  according  to  the  given  industry 

for  a durable  goods  industry  is  much  larger  chan  for  a nondurable  goods 
industry-  Mansfield  cook  Bain's  conclusion  one  seep  further.  He  found 
chat  chere  were  three  major  limiting  factors  which  created  che  minimal 


i concept 


s (Galbraith. 


size.  They  were  profitability,  capital  accumulation  and  technological 
innovations  (Mansfield,  1962). 

Mansfield  found  that  the  higher  the  profitability,  race  of  capital 

confirmed  Galbraith's  popularized  thesis  that  larger  size  implies  faster 
growth.  After  all,  firms  below  the  minimum  stace  went  out  of  business, 
hence  had  a growth  race  of  zero  while  firms  at  or  above  the  minimum  size 
had  growth  races  of  greater  chan  zero.  This  would  imply  a relationship 

Hart  (1956)  suggested  that  above  the  minimal  size  all  firms  would 

percenc  is  independent  of  ics'  size.  Gibrac's  Law  was  tested  by  Simon  and 
Bonini  (1958)  who  studied  che  growth  races  of  the  500  largesc  U.S.  firms 
for  the  years  1956-1956.  They  found  that  there  was  no  difference  in  the 
growth  races  that  could  be  attributed  to  size.  This  finding  was  later 
confirmed  by  Singh  (196B)  who  used  substantially  che  same  data  base  as 

However,  Hymer  and  Rowchorn  (1970)  found  chat  Gibrac's  Law  held  for 
all  but  the  very  largest  and  smallest  of  the  cop  200  American  and  top  200 
non-American  MNCs.  For  the  very  large  MNCs.  Hymer  and  Rowchorn  found  size 
varied  directly  with  growth.  For  the  smallest  MNCs  size  varied  inversely 

in  the  more  recent  studies  determining  superior  firm  profitability. 


EEC  proflcabilit 


Profitability  studies.  Building  on  Hymer-Rowthorn' s theory  ui 
nonlinear  functions  for  firm  size  into  their  assessments  of  profitabil*' 

British  and  EEC  industrial  corporations.  Profit,  defined  as  the  ratio 
nationality, 
suggest  i 

Buckley,  Dunning  and  Pearce  (1973)  c 
firms),  more  councry  groupings  as  well  as  t 
1972).  They  found  country  effects  as  wel 

American  firms.  Multinacionallcy  was  noc  significant  for  European  f: 

European  firms.  For  U.S.  firms,  industry  effects  were  found  for 

significantly  more  profitable  than  Che  norm.  "Differences  within  non- 
firms,  '*  they  write,  "are  better  explained  by  nationality  of  parent  thi 
industry  grouping,"  (1978,  p.  251).  Profitability  was  defined  once  . 


Z firms  grow  faster 


Rugman  (1983) , using  data  f 
(1970-1979)  profitability  measure 
MNE's.  Rankings  were  for  1978. 


>r  the  fifty  largest  American  European 
He  found  chat  American  firms  earned 
heir  non-American  counterparts.  This 


J). 

:ic  and  international  fir 

n a firm's  growth  ra 
past  profitability  ve 


result,  however,  might  fc 
enterprises  (SOEs)  in 
Kumar  (1984),  i 

based  in  che  U.K. , found  results  similar  c 
Lichtbuer  (1973)  in  chat  a trade-off  existed  bt 

Haar  (1989)  once  again  used  Fortune  data  (1976-1986).  Two  five.year 
averages  (1975-1979,  1980-1985)  were  used  to  compute  past  and  current 
profitability.  Unlike  previous  studies,  Japanese  firms  were  included  in 
che  analysis.  Past  proflcabillcy  proved  to  be  che  besc  single  predictor 

firms  exhibited  signlficancly  lower  profitability  chan  the  American  firms. 
When  past  profitability  was  encered  into  the  equation  only  che  Japanese 

significantly  lower  profitability.  Given  che  static  nature  of  the 
equation,  it  is  difficult  to  interpret  the  results. 

The  most  recent  study,  Lee  and  Blevins  (1990),  compared  che  growth 
and  profitability  of  American,  Japanese,  Taiwaneese,  and  Korean  firms. 
Once  again  Fortune  w« 

multiple  (OLS)  regression  analysis  was  used  co  assess  relative 


manufac curing  and  non  manufacturing  firms.  Although  the  ROA  results 
conformed  to  expectations  (U.S.  first.  Japan  last),  the  growth  rate 
results  were  somewhat  surprising  with  Japan  trailing  the  U.S. 

utilize  Fortune  data.  Studies  consistently  show  nationality  effects, 
although  the  specifics  vary.  The  U.S.  tends  to  consistently  produce  the 
most  profitable  firms,  but  the  fastest  growing  firms  vary.  Profitability 
and  growch  sometimes  appear  to  be  Incompatible  goals  and  sometimes  not, 

Lastly,  the  results  appear  to  be  notoriously  atheoretical , merely 
"barefoot”  empiricism.  VJhac  is  needed  is  a unifying  theory,  one  which  can 


International  Strategy  Research 

Douglas  and  Rhee  (1989)  provide  an  exploratory  look  at  the 
generallzabillty  of  the  Miles  and  Snow  (1978)  and  Porter  (1980) 
frameworks.  Previous  work  in  Canadian  and/or  European  markets  had 
primarily  examined  the  relationship  between  market  structure  and  market 

Lambin,  1976)  racher  than  on  strategy  types,  Douglas  and  Rhee  used  PIMS 

underlying  dimensions  characterize  competitive  strategies  and  the  some 
competitive  strategy  types  may  be  identified  irrespective  of  market 
location"  (1989,  p.  664).  However,  they  did  find  that  firms  in  high 


likely  to  market  established  products  in  Europe  rather  than  developing  new 
operating  in  Europe. 

These  findings  buttress  previous  work  which  suggests  that  U.S.  firms 
in  foreign  markets  pursue  different  strategies  than  domestic  firms  (Craig, 
Douglas  & Reddy,  1987;  Douglas  & Craig,  1983;  Scheewis,  1983). 

The  resulcs,  however,  appear  to  somewhat  conflict  with  other 

which  differ  from  chose  of  American  firms  (Franko,  1976;  Samiee,  1982). 


Doyle,  Saunders,  and  Uong,  (1986)  four 
eicher  their  American  or  Japanese  competitors. 

Hamel  & Prahalad,  1983). 

Why  might  firms  based  in  different 
strategies?  Classic  international  businet 
variety  of  possibilities;  differences 


lac  firms  with  different 
Porter,  & Rudden,  1982; 


different 
esearch  has  suggested  a 
organizational  cultures 


(Hofstede,  1980;  Haire,  Ghiselli,  & Porter,  1966), 
phenotypic  environment  conditions  in  the  domestic  market  which  result  in 
unique  products  which  are  Chen  exporced  (Porter,  1990a;  1990b),  different 


However.  Douglass  and  Rhee  suggest  another  possible  reason.  Firms 
of  " . . . different  national  origins  or  organizational  types  may  pursue 
different  competitive  strategies  due  to  different  management  philosophies, 
or  goals  and  objectives"  (1989.  p.  «38).  More  specifically.  1 would  add 

philosophy.  Firms  from  different  countries  sec  different  goals  and 

corporate  actitudes  coward  production,  investment,  employment,  growch,  and 
chapter.  Once  governments'  influence  on  firm  goals  is  described,  a 

attempt  co  theoretically  explain  the  contemporary  pattern  of  international 


PROPOSITIONS 


CHAPTER  3 

THEORETICAL  FRAMEWORK  AND 


Chapter  3 presents  my 

The  theory  lays  out  in  great  de 

capital  and/or  labor  markets : 
industrial  democracies.  How  the 
"strategic  fits"  with  cercain  i< 


new  theory  of  competitive  strategy,  the 

tail  four  possible  types  of  economies  which 
f controlling  (or  not  regulating)  national 
production  driven,  market,  command  and 

1 industry  structures  is  explained  and 
propositions  are  generated,  Lastly,  Porter's  {1980:  1985)  model  of  intra- 
industry competition  (leader,  challenger,  niche)  is  added  as  a possible 

Thus,  what  is  being  proposed  is  a chree  (economy  type)  bv  three  (industry- 
structure)  by  three  (relative  induscry  position)  interactive  model  with 
the  world's  most  successful  firms  being  those  whose  home  country  economic 

an  ideal  strategic  fit.  The  propositions  thus  generated  will  be  tested  by 
using  a data  set  described  in  Chapter  9 . 

decade  of  Che  globalisation  of  Che  world  economy.  By  globalisation  of  the 


surprising  char  chare  concinues  Co  be  a rising  inceresc  In  issues  of 
global  scracegic  competition, 

cheorecical  frameworks  (Dunning  and  Pearce.  1982:  Porcer.  1990a;  1990b) 
and  descripcive  scudies  (Douglas  & Rhee,  1989;  Doyle.  Saunders,  6 Wong 

body  of  liceracure  is  co  explain  che  concemporary  paccern  of  incernacional 

quescion.  an  underlying  belief  chey  all  have  in  common  ( sometimes  arclcu- 

nature  of  scracegic  compeciclon  once  firms  cross  national  boundaries  and 

edge  can  be  acquired  by  viewing  scracegic  compeciclon  from  an  internation- 
al perspective.  To  a large  excenc.  chey  have  also  agreed  chac  it  is  che 
addition  of  some  councry-based  influence  chac  explains  che  difference 
between  domestic  and  global  compeciclon. 

However,  there  is  considerably  less  consensus  on  exacdy  whac  chac 
councry-based  influence  might  be.  Dunning  and  Pearce  (1982)  suggest  chac 

(1990a;  1990b)  suggests  chac  locacional , cultural,  and  resource -based 
advancages  vary  from  country  co  councry  and  help  explain  che  paccern  of 

cultural,  and  resource -based  advancages  co  produce  International  bases  of 
suscainable  comparacive  advancage.  Porter's  view  draws  heavilv  from  che 
"biological"  models  of  international  trade.  Others  (Douglas  & Rhee,  1989; 


practices  may  differ  from  country  to  country  and  this  is  what  produces  the 
success  differentials.  Certainly  chere  appears  to  be  an  empirical  basis 

to  country.  Morrison  (1989),  for  example,  found  that  American  firms 
tended  to  focus  on  regional,  rather  than  global,  markets.  Moreover.  U.S. 

longer  term  profitability  (Samiee,  1987). 

being  presented  with  is  a gianc  "global"  jigsaw  puzzle  of  sorts  v 
of  the  scholars  contributing  a piece  without  quite  knowing  what  t 


together.  The  goal  of  this  paper  is  to  pres 

As  in  the  case  of  previous  efforts,  councry-1 
what  differentiate  this  international  model  from 

(Dunning  and  Pearce,  1982:  Ring.  1990)  in  tha 


the  pieces  of  the  puzzle 


sed  influences  are 


differentiating  variable.  Government  and  their  public  policies  can  pro- 
;e  previous  work,  it  is  being  suggested 


here  char  governments , through  the  creation  of  certain  laws  and 
regulations  (particularly  with  respecc  to  capital  and  labor  markets), 
largely  determine  their  firms'  strategic  objeccive(s) . This,  in  turn, 
strongly  influences  a firm's  choice  of  generic  strategies  and  selection  of 
marketing  mix  variables.  From  this  perspective,  management  practices  are 
largely  seen  as  a consequence  of  the  capital  and  labor  markets  governments 

generic  strategies  available  to  a firm.  The  actual  strategy  chosen  by  the 

cies),  I (industry  structure).  FS  (firm  strategy)  model  or  GIFS  model  of 
global  strategic  competition. 

objectives  of  its  businesses  is  relatively  new  to  the  strategy  literature, 
it  is  a fairly  old  and  well  known  concept  to  scudencs  of  politics. 
Indeed,  che  primary  goal  of  the  American  constitution  was  the  creation  of 

Jay,  the  "anonymous"  authors  of  The  Federalist  Papers  The  founding 
fathers  drew  heavily  on  the  work  of  Adam  Smith  (1776)  who  was  a staunch 
advocate  of  free  markets.  The  Constitution  differed  fundamentally  from 
che  Articles  of  Confederation  which  had  preceded  it  by  expressly  promoting 
the  .free  movement  of  capital,  labor,  and  produces  among  che  thirteen 
states.  With  respect  to  international  trade,  the  Constitution  provided 
for  Congress  che  right  co  levy  tariffs.  In  fact,  tariffs  and  excise  taxes 


after  che  passage  of  t 


i relatively  unfettered 


International  c 


ich  directed  cl 
r instance,  in 


competitors, 

government  facilitated  che  creation  of  a market 
and  regions  of  the  world  created  governments 

postwar  period,  for  che  mosc 


by  democratic-socialistic  parties.  These  parties  have, 
che  goal  of  securing  and  protecting  employees'  rights 
while  providing  a stable  economy  and  work  environment. 
Germany  "committees  of  participation"  (workers)  must  approve 

compensation  issues  (Albers,  1990).  Such  a regulated 
produce  necessary  changes. 


teen  governed 
inscance,  in 


. in  turn,  managers 


example  of  how  governments  si 

production  are  determined  by  central  planners  rather  chan  by  che  market. 
As  che  world  is  currently  seeing,  in  che  absence  of  che  use  of  chreacs  or 


These  thumbnail  sketches  provide  a glimpse  into  how  governments,  in 

systematically  lay  out  a typology  which  prediccs  the  goal  orientation  of 
a firm  based  on  the  economic  forces  governments  creace.  This  government 
typology  will  then  be  integrated  with  models  of  industry  structure  and 
firm  resources  co  creace  a theoretical  framework  which  will  predict  the 

sion  by  presenting  Che  government  based  model  of  firm  strategic  goal 
orientations. 


Country  (Government)  M 


implicitly,  creace  policies  co  stimulate  either  production  based  or  market 
based  economies.  This  is  done  by  regulating  Che  flow  of  capical  and/or 

in  a market  economy.  In  such  systems,  both  capital  and  labor  flow  to 

competitive  environment  in  which  capitalises  and  laborers  are  continually 
looking  for  ways  in  which  co  improve  their  rote  of  return.  Such  a system 
produces  a short  run  profit  orientation  for  business.  In  order  for  firms 

returns  on  investment  <ROI).  Competitive  wage  structures  muse  also  be 
present  co  attract  and  maintain  the  besc  workers  and  managers.  But 


which  restricts  profitability. 


economies  attempt  to  continually  increase  labor  productivity  as  a 
: being  able  to  maintain  both  competitive  wages  and  high  RQI.  One 
easiest  ways  to  improve  labor  productivity  is  to  substitute  capital 
or.  However,  in  doing  so,  short  run  profitability  is  reduced. 

competitive  wages  but  (2)  not  so  much  as  to  detract 
d therefore  lose  venture  capital.  This  dilemma  is. 


from  profitability 


n part,  what  is  responsible  for  the  chronic  "underinvestment"  which  cl 


chat  firms  in  such  economies  w 

mentioned  by  Ouchi  (1980)  ant 
1990)  as  being  detrimental 
advantages,  such 


(Lowenscein,  1988;  Craves  & Haddock, 
is  building  sustainable  competitive 
quarterly  budgets,  forecasts. 


bottom  line  orientation  chat  characterizes  markec  economies,  Scholars  and 
businessmen  alike  agree  chat  the  short-term  orientation  is  detrimental  Co 
Che  firm  (Sherman,  1987;  Labich,  1987).  So  why  is  it  so  prevalent  in 
American  firms? 

The  traditional  business  scholars'  view  (Berle  & Means.  1935;  Barber, 
1970;  Herman,  1981;  Ouchi,  1980)  has  been  chat  it  is  Che  separation  of 
ownership  from  management  which  has  lead  to  this  short-term  orientation  on 
seen  as  pursuing 


Country  ( Government) 


Orientation 


(Command)  (Production) 


1 , Totally  regulated 
Sales  Growth  markets 

(Market  Share)  2 ubor  intensive 


. Capital  intensive 


(Industrial  Democracy) 

. Regulated  labor  markets 


their  own  short-run  seif- interest  at  the  expense  of  the  long-term  inter- 
ests of  the  firm.  This  results  in  what  scholars  have  called  “agency 

firms'  interest  (Lai  & Stalin.  1986). 

More  recent  scholarship  has  focused  on  Che  change  in  ownership 
patterns  as  the  primary  cause  of  the  short-run  orientation  (Mints  & Schartz, 
1985;  Craves  & Uaddock.  1990).  Institutional  investors  are  seen  as  the 


driving  force  behind 


York  Stock  Exchange 


, 76)4  Institutional 


d 127!  of  the  shares  listed  on  the  New 
(Mints  & Schartc.  1985).  By  1984  chat  figure  had  grown 
by  the  year  2000.  pension  funds  alone  are  expected  c 

secure  shore- cerm  profits.  For  Instance,  in  1983,  pension  funds  s 


cheir  increasing  dominance  of  equity 
•e  finding  it  financially  detrimental  to 

control . Graves 
increasing  short-run  pro- 


More  recently,  be 

sell  stock  just  because  they  are  unhappy 
Increasingly  they  are  becoming  involved  in 
(1988)  has  noted  that  such  involvement,  whi! 

Hict,  and  Hoskisson  (1988)  attribute  the  decline  in  U.5  competitiveness 

when  they  conspired  to  force  Allegis  to  reconstitute  cheir  board  of  direc- 
tors and  fire  the  current  CEO  because  his  long  range  plan  co  turn  Allegis 
(United  Airlines)  from  an  airline  company  co  an  integrated  travel  company 
(Hertz,  Hilton,  and  Westin) . One  year  into  the  program  with  profits  at 

sold  (Labich,  1987;  Sherman,  1987).  In  ray  opinion,  chat  is  why.  despite 
at  least  a decade  of  being  chastised  by  some  (Ouchi.  1980)  for  retaining 
these  practices,  American  firms  continue  co  operate  from  a short  run 


perspective. 


Production  economy.  In  a market  economy  governments  choose  to 
refrain  from  restricting  exchanges  in  the  capital  and  Labor  markets. 
Employers  hire  and  fire  at  will  (subject  to  contractual  obligations)  and 
capitalists  lend/invest  money  where  they  perceive  they  will  obtain  Che 

In  a production  oriented  economy,  capital  markets  are  highly 

but  not  always  for  export)  of  goods.  Mechanisms  which  encourage  the  cre- 

age  continual  R&D.  regulate  plant  capacity  expansions  and  upgrades,  and 
protect  firms  from  acquisition  when  their  stock  prices  temporarily  drop  as 

result  of  having  such  an  arsenal  of  public  policies  is  that  firms  in  such 
a system  will  tend  to  pursue  long  range  production  oriented  goals.  Suc- 

sales  growth.  The  competitiveness  of  the  firm  will  be  gauged  by  its  mar- 

ics  rivals.  Profits  are  still  a desireable  outcome  In  such  an  economy,  as 

a goal  to  be  achieved  in  its  own  right  (Kono.  1984) 

J anan . The  Japanese  economy  is  a good  example  of  a production 


cionistic  policies  at  home  an 

stimulated  by  a backward  socia 
coupled  with  a unique 


place  to  its  labor  and 
1981;  Ouchi.  1980),  to  its  unfair  procec- 
"duraping"  abroad  (Wolf,  1983),  or  coMITl's 


term  market  share  strategic  goals. 

1 security  system,  tight  consumer  credits, 

tt  by  foreign  competitors  very  difficult  (Jain,  1990) . This  allows 

subsidize  Japanese  business  through  "forced”  savings,  but  also  through 

to  form  domestic  cartels  whereby  firms  collude  to  maintain  market  share, 
high  prices,  and  consequentially  high  domestic  profitability  (Sato  & 
Hoshino,  1989) . Protectionist  policies  coupled  with  the  nonenforcemene  of 
antitrust  legislation  allows  Japanese  firms  (particularly  the  domestic 
leader)  to  move  further  down  the  experience  curve  (in  high  experience 

chan  their  position  in  the  global  markec  place  would  dictate.  Thus,  a 
typical  Japanese  firm  has  a lower  cost  structure  chan  its  global  rival  of 
similar  size  parcly  because  of  experience  curve  effects  and  partly  because 
Japanese  investors  require  substantially  lower  profitability  on  stocks 


international  capitalises 


keep  Che  funds  ocher  firms 

must  repatriate  as  profits.1  These  funds  can 

upgrades  or  Rgo. 

costs  (and  hence  prices)  or  reinvested  in 

These  views  of  Che  Japanese  business  environment  are  fairly 


known.  However,  what  is  con 

siderably  less  well  known  is  who  these  "inves- 

tors"  are  and  why  they  are 

wllling  co  behave  so  differently  chan  ocher 

undergirds  Che  production  economy  oriencaclon  and  encourages  the  low 


Japanese  banking.  Tl 

>e  Banl*  °f  Japan  1*  b*>e  key  to  the  Japanese 

economy.  ”It  is  Che  sole  nc 

.te  Issuer,  the  Government  bank,  the  source  of 

monetary  policy-  (Prindl.  IS 

181,  p.  85).  Through  the  issuance  and  enforce- 

ment  of  several  policies,  t 

he  Bank  of  Japan  has  devised  a banking  system 

which  is  clearly  unique.  I 

t's  policies  coward  entry  and  exit,  overloan. 

and  overborrowing  have  eacl 

l distinctly  contributed  co  Japan's  long  run 

growth  oriencacion.  Each  l 

s explained  in  greater  detail  below. 

differs  markedly  from  chac  of  the  U.S.A.  The  guiding  principle,  enforced 


by  the  Bank  of  Japan,  is  tl 

lac  neither  the  establishment  of  new  domestic 

banks  nor  the  dissolution  . 

>f  existing  ones  is  permitted.  No  new  banks 

have  been  established  since 

the  1950s.  Nor  has  there  ever  been  a sicua- 

insurance  system  Contrast 

k has  drawn  on  the  resources  of  the  deposit 

e established  and  138  disappeared  (Suzuki.  1987.  p 12)  The 

regulations  forbidding  takeovers,  allows  Japanese  banks  to  focus  on  long 
run  objectives,  free  from  the  fears  which  plague  most  American  bankers, 

distinctive  characteristics  which  additionally  contribute  to  che  long  term 
production  orientation  of  the  Japanese  economy.  They  are  commonly 

Over loan.  Generally  speaking,  overloan  is  the  existence  of  loans 
and  investments  funded  from  sources  other  than  deposits  or  equity  capital, 
so  that  reserve  assets  are  consistently  negative.  "In  referring  to  over- 
loan,"  Suzuki  writes,  "as  a special  characteristic  of  Japan's  financial 
structure,  one  Is  concerned  wich  che  banking  system  as  a whole  being  in 

(Suzuki.  1980,  p.  5),  City  banks  borrow  these  overloans  from  che  Bank  of 
Japan  because  the  official  discount  race  is  lower  chan  short  term  money 
market  interest  races.  Thus,  che  more  banks  borrow  che  more  profitable 
they  become.  Although  che  common  view  is  that  Japanese  banks  also  strive 
for  increased  long  term  market  share  (Minani.  1986).  a perspective  con- 

direccly  results  in  profit  maximization  (1980,  p.  3).  Thus,  it  is  noc 

of  pursuing  long  term  market  share  goals. 


e practice  of  financing  corporate  growth  through 
f low  interest  long  term  loans  is  known  as  over* 

than  their  American  and  European  counterparts.  It  also 
s demand  for  Che  loans.  Since  the  cicy  banks  compete  for 

s dictate  to  the  city  banks  the  size  and  recipients  of 
(is  praccice  is  known  as  (Bellanger,  1987)  "window  guid- 

largely  determining  which  Japanese  firms  will  grow  and  prosper.  This 


or  European  firms;  (4)  they  generally  have  high  strategic  stakes;  (5)  they 
do  not  have  comparable  return  on  investment  goals;  (6)  they  do  not  accept 
current  levels  of  profitability;  (7)  they  do  not  require  cash  generation; 
(8)  they  have  long  time  horizons;  and  (9)  they  are  not  risk  averse.  Each 
is  explained  in  more  detail  below. 

Short-term  profit  maximization  is  the  primary  measure  of  success  in 


important,  success  is  measured  by  market  share  (Clark.  1979,  p.  221). 
in  a study  of  434  Japanese,  American,  and  British  firms,  Kono  (1984) 
found  goals  and  policies  which  are  indicators  of  growth  to  be  more 


number  one  abjective  of  Japanese  firms  was  found  to  be  market  share, 
number  two  was  profit.  The  number  one  objective  of  American  firms 
was  Return  on  Investment,  number  two  was  stockholder  gain,  while 
market  share  was  number  three  (Abegglen  & Stalk,  1985,  p.  177).  Thus, 
Japanese  firms,  by  emphasizing  market  share  over  profitability  cre- 


sive  price-cutters,  willing  to  sacrifice  shore- 
gains  In  market  share  (Abegglen  & Stalk,  1985,  p.' 

For  instance,  in  late  1981  Yamaha  had  372 

Scaik,  1985,  p.  49).  This  example  illustrates  the  willingness  of 
Japanese  firms  Co  sacrifice  short-term  profitability  to  maintain 


motorcycle  for 


(2)  Japanese  competitors  d. 


a limiting  strategic 


e Japanese  on  a national  level  enter  emerging  global  industries 


(Horvach  & Mcmillan, 


minimizes 


e Japanese  believe. 


Lncreases  shore- cun  sales,  market  shar 
maximises  long-term  profit  chrough  the  experience  curve.  This  scra- 

facilieate  growth  and  market  share, 

Honda  entered  the  American  motorcycle  market  in  1959  in  the 
small  bike  segment.  By  1965  they  were  offering  fourteen  different 


was  that  the  Japanese  would  noc  continue  to  expand 

Davidson's  share  of  big  bike  U.S.  sales  went  from 
66. 6X  in  1975.  In  1986  Honda  introduced  two  scoo 
the  growing  women's  market.  The  Japanese  commitmer 

raers  (Keegan,  1986,  p,  319),  is  noc  an  inherently  limiting  strategy 


•s  designed  for 
to  the  develop  - 


The  goals  of  Japanese  firms  are  irreconcilable 


of  American  firms.  The  primary  goals  of  a Japanese  firm  are  market 
share  and  long-cerm  growth.  The  primary  goal  of  American  companies 
is  shore-terra  profit.  This  is  partly  because  of  their  share  - holde  rs . 
In  Japan,  major  shareholders  are  principally  associated  companies 

short-term  profits  or  dividends.  Shareholders  in  Amerioan  firms  are 
principally  interested  in  the  firm  as  a financial  investment  (Clark, 
1979,  p.  221).  Several  ocher  factors  support  the  primary  goal  of 
growth.  In  a growth  economy  a firm  generally  needs  to  grow  at  least 


nacional  economy 


posicion.  Since  there 
cop  management  is  not  so  concerned  wlch  earnings  per  share  as  with 

nee  employees  have  a high  sense  of  identification 

hort-term  profit  is  not  as  important  as  long-eerm  profit 


(Kono.  1984.  | 


e Japanese  goals 


The  strategies  c 

price-cutting,  hinder  che  a 

value  high-priced  products  with  quite  high  profit  margins.  Japanese 
entered  the  market  with  small  black  and  white  secs,  developing  high 

to  extend  their  product  line  (Fahey  & Radnor,  1980,  p.  338).  The 
Japanese  achieved  their  growth  and  market  share  goals,  but  in  doing 
so  undermined  the  profit  goals  of  che  American  companies,  eventually 
leading  to  che  demise  of  all  but  one  American  firm. 

(4)  Japanese  firms  generally  have  high  strategic  stakes  in  an 
industry.  For  a Japanese  firm's  strategy  Co  succeed  it  must  domi- 

Japanese  firms  is  market  share,  showing  that  the  Japanese  attach 
great  strategic  importance  to  relative  industry  position.  The  fact 
chat  Honda  was  willing  to  engage  in  drastic  warfare  to  maintain  its 


(5)  Japanes 


n tlrms-' 


t have  comparable  r. 


Investment  goals.  Heat  (1989).  in  a recent  survey  of  American. 

American  firms.  For  American  firms,  short -run  return  on  investment 
tends  to  be  a common  objective.  Although  the  Japanese  also  desire 

(Abegglen  & Stalk.  1985,  p.  177).  In  a study  of  518  American  and 
Japanese  companies.  Kagono,  Nonaka,  Okumura,  Sakakibara,  t 

investment  may  be  thought  of  as  an  ultimate  consequence  of  ocher 

(Abegglen  & Stalk.  1985). 

(6)  The  Japanese  do  not  accept  current  oroficabilitv . Rather. 

The  Mitsui  Engineering  and  Shipbuilding  Firm  of  Japan  is  a 
good  example  of  this.  Mitsui  has  invested  in  computerized  produc- 

and  computer  controlled  gas 


porcacion  systems 


cutting  machines 


result?  Mitsui 


produce 


British  shipbuilders 


profitability. 

(7)  Japanese  firms  do  not  consider  cash  generation  to  be  a primary 
Since  growth  is  preferred  co  short-term  profits,  dividends  are  not 


a high  priority  for  Japanese  firms.  Kagono  et 

American  firms,  but  only  Che  ninth  highest 
Japanese  companies.  Because  dividends  are  nc 

differences  in  dividends  beet 


anked  objective  for 
ranked  objective  for 
: nearly  as  important 

share  price.  For  che  same  period.  General  Motor's  average  dividend 
was  7. IX.  Hitachi's  dividend  was  1.7X  compared  co  a. 77.  for  General 
Electric.  The  average  dividend  race  for  NEC  was  1 . IX  or  less  chan 
one<fourth  chat  of  Texas  instruments'  dividend  of  6.6X.  Total  dlvl- 


(Abegglen  & Stalk.  1983.  p.  168). 

(8)  Japanese  firms  have  extremely  lone  time  horizons.  Japanese 
believe  that  short  time  horizons  will  lead  co  immediate  profits,  but 
and  sales  will  decline  (Mono.  1986.  p.  59). 


Investing  a large  amount  in  advertising  and  little  in  research  and 
development  or  plant  upgrades  will  lead  to  immediate  sales,  but  pro- 
ducts will  become  obsolete  and  equipment  will  deteriorate  causing 

and  chac  long  range  planners  had  betcer  performance  chan  nonplanners 
(Kono,  198b,  p,  59).  Japanese  have  been  aggressive  in  capical 
investments,  sacrificing  short-term  profit.  HIT1  surveys  of  large 

tripled  from  1973-1983  for  Japan,  but  only  increased  slightly  for 
American  corporations,  due  to  improvements  in  labor  productivity 

panies  because  chis  resulcs  in  an  increased  demand  for  loans,  Also, 
since  there  is  very  little  risk  of  being  acquired  by  ocher  companies 


growing 


produces.  Hitachi  poured  che  large  profit  from  their  home  appliance 


long  term  strategy  decision.  Currently  Hitachi  holds 
two  share  in  computer  sales  in  Japan  and  has  world  wide 


competitive  power  in  computers  (Kono,  1984.  p.  60). 

(9)  Japanese  companies  are  generally  not  risk-averse.  One  way  of 
measuring  risk  is  by  measuring  debt-to-equity  ratio.  Risk-taking 
firms  are  more  likely  to  take  on  great  amounts  of  long-term  debt, 
American  firms  are  primarily  financed  by  equity.  Japanese  firms  are 
primarily  financed  by  debt  (Clark,  1979,  p.  221).  because  of  their 
interest  in  growth  and  their  holdings  in  firms,  Japanese  banks  allow 
Japanese  companies  to  assume  more  long-term  debt.  The  average  debt- 


reflect  the  growth  bias  of  Japanese  strategy.  Aggressive  use  of 
debt  can  enable  a firm  to  grow  faster. 

In  1955  Tohatsu  had  a 222  share  of  the  Japanese  motorcycle 
market,  followed  by  Honda  with  a 202  share,  Honda,  having  a debt- 
to-equity  ratio  of  6:1  continued  to  strive  for  high  growth.  Within 
five  years  Honda's  market  share  had  risen  to  442.  Tohatsu  by  inl- 
and saw  their  share  slip  to  four  percent.  In  1964  Tohacsu  filed  for 


Commonality.  One  thing  that  production  and  market  economies  have  In 


essentially  capital 


continual  Improvements  in  capital  intensity 


n Japan,  capital  is  used  to  speed  down  the  learning  curve 
while  in  America  it  is  used  to  increase  productivity  in  order  to  maintain 
the  twin  goals  of  profit  maximization  and  competitive  wages.  However. 

profitability  result  in  American  firms  being  "under"  capitalized  relative 

capital  and  the  lack  of  pressure  to  produce  profits  in  Japan  Leads  to 
11  exhibit  the  highest 


Indug tgj,a)  Democracies 

Production-based  economies  differ  from  market  economies  in  that  the 

peded  by  government  interference  (Syzman.  1983)  che  labor  markets  do  not. 

to  help  support  extensive  social  welfare  programs  such  as  national  health 
care  and  pensions:  and  (2)  extensive  government  legislation  protecting 


country  to  country,  ranging  from  legislatively  required  participative 
management  in  Germany  (Albers,  1990)  to  the  right  to  engage  in  "closed 

suggests  that  it  is  useful  to  understand  that  industrial  democracies 
evolved  in  two  distinctly  different  manners:  (1)  by  the  local  initiatives 

of  workers  and  trade  unionists  as  in  the  case  of  Great  Bricain;  or  (2)  by 
the  development  of  supportive  public  policy  and  legal  enactments  as  in  the 
case  of  Germany,  Che  Netherlands  and  Prance. 

Particularly  in  Che  latter  case,  such  legislative  entitlements 

cions  in  the  market  place.  Here  it  is  suggested  that  this  loss  of  short 
term  flexibility  necessarily  shifts  the  focus  i 
the  long  term.  This  coupled  with  Che  higher  co 

or  demand.  Thus,  it  is  noc  surprising  to  lean 
not  traditionally  emphasized  price  competition 
strategy  (Samlee.  1987). 

full  employment  policies.  Parc  of  chat  strategy  is  the  development 

by  Che  government.  Each  of  these  influences  are  briefly 
Costs . The  costs  associated  with  doing  business  i 
democracies  of  Western  Europe  are  the  highest  of  any  i 
world  (Lane,  1989).  Although  the  1992  Common  Market  will 


associated  with  paying 
difficult  for  European 

lat  European  firms  have 


; industrial 


and  transportation  costa,  labor  costs  are  likely  Co  be  unaffected  (Jain. 
1990).  Thus.  European  firms  will  continue  to  suffer  from  a labor  cost 


for  Common  Market  firms.  In  the  absence  of  tariff  b 
firms  will  face  foreign  firms  which  operate  at  a 
Historically,  American  firms  have  not  exploited  this  c 
preferring  higher  profits  instead  (Douglas  & Rhee.  1989; 
the  Japanese  use  their  cost  advantages  to  compete  i 

cost  advantages,  are  likely  to  face  stiff  competition  in  the  following 


cost  advantage, 
st  differencial. 
Unforcunately. 


Worker's  fights.  Although  the  proc 
Community  (EC),  ic  is  generally  acknowledged  that  the  concept  of  Indus- 

1989),  the  German  system  is  described  in  some  detail  below.  The  main 
point  of  the  discussion  is  to  demonstrate  how  industrial  democracy 

The  cerm  Mlcbesclmung  embodies  how  Industrial  democracy  is  viewed  in 

by  workers  on  issues  which  concern  their  vital  interests.  This  is  achieved 
by  labor  operating  at  two  levels  in  a firm;  (1)  at  the  level  of  the 


muse  approve  changes  in  employment  practices  and/or  compensation  issues 
(Streek.  1984);  and  (2)  at  the  corporate  level  through  representation  on 

elected  without  union  approval;  major  changes  such  as  expansion,  cutbacks, 
relocation  of  production  facilities,  hiring  or  firing  of  major  executives 


o see  how  such  power  inhibits  managerial  flexibility  ai 
nto  caking  a long  term  perspective;  change  in  such 
ound  to  be  slow,  piecemeal,  and  incremental. 

State  owned  enterprises  <SOEs).  One  of  the  key  differences  between 

ost  war  period  (Aharoni,  1988),  the  number  of  European  SOEs  grew  rapidly, 
is  che  newly  formed  governments  used  them  as  public  policy  instruments  and 
:o  maintain  political  power.  SOEs  generally  have  che  dual  goals  of  gener- 


5 profit  and  maximizing  employment  (Hafsi.  1988),  goals  v 


i fre- 


quently conflict.  The  conflict  in  che  basic  goals  of  the  SOE  leads  them 
to  be  less  efficient  chan  cheir  privately  held  competitors  (Aharoni, 
1988).  Boardman  (1989)  finds  that  not  only  are  SOEs  less  efficient  as 
Aharoni  suggests,  but  mixed  enterprises  (partially  privatized  firms) 

slder  joint  ventures  and/or  direct  foreign  investments  in  countries  which 


subsidize  cheir  competitors  (Aharoni,  1988). 


(Hines,  1989).  However,  they  still  play  an  important  role  in  the  European 
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SOEs  (Rugman,  1983) . It  is  the  existence  of  these  SOEs  in  the  European 
chan  American  firms,  Rugman  found  the  following  results: 


The  relatively  poor  performance  of  European  MNEs  is  due  mainly 
Co  the  presence  of  state-owned  enterprises  in  the  sample.  . . 
[the  SOEs)  earn  very  low  profits,  chat  is.  are  inefficient  in 

from  the  sample  since  they  are  an  integral  part  of  the  50 
largest  European  MNEs  and  their  adverse  impact  on  the  mean 

performance  of  the  European  economy  (Rugman,  1983,  p.  13). 


Haar's  (1989)  findings  are  similar.  Large  European  SOEs,  such 


profitability  one-sixth  of  chat  of  comparable  size  firms,  such  as  Chrysler 


industrial  democracies  by  increasing  employment  and  paying  good  wages,  do 
so  at  the  expense  of  profitability.  This,  coupled  with  our  previous  dis- 
cussion of  worker's  rights  and  costs  leads  to  the  following  propositions: 

P3:  Industrial  democracy  based  firms  will  exhibit  the  highest 

labor  intensity  regardless  of  industry  structure. 

PSa:  SOEs  in  industrial  democracies  will  exhibit  greater  profit- 

chan  market  economy  firms. 

PSb:  SOEs  in  industrial  democracies  will  exhibit  less  profitability 


Market  based  firms  will  exhibit 


production  based 


industries  where  SOEs  do  not  exist,  industrial  democracy 
rms  will  approach  the  profitability  of  market  economy  firms. 


Command  Economies 

Command  economies  regulate  b 


h capital  markets  and  labor  t 


specifying  the  actual  amou 
1983).  Production  quotas  are  sec  in  terms  of  one-year,  three-year,  or 

problems  which  exisc  in  American  firms  are  magnified  a thousand  fold. 

managers  get  ahead  much  in  Che  same  way  that  they  do  in  America's 
of  the  command  economy,  government  bureaucracy. 

(Wildavsky,  1969).  and/or  by  increasing  the  number  of  subordinates,  w 
require  an  upgrade  of  the  executives  position  <Uildavsky,  1964) . 


SOEs  predominate  with  predictable  resulcs.  The  plight  of  chese  firms  is 
summed  up  nicely  by  Fuhrman  who  offers  che  following  comment  about  a typi- 
cal Eastern  Bloc  SOE,  whose  primary  goals  are  not  profit  maximisation  but 

foundry  going  for  another  year"  (Fuhrman.  1987,  p.  65).  For  these  reasons, 
firms  from  command  economies  are  unlikely  co  be  viable  global  competitors. 


Moreover,  recent  changes  in  Che  Eastern  Bloc  councries  suggest  chac  they 
Coo  realize  chac  cheir  economic  system  is  noc  viable.  For  this  reason,  no 
explicit  propositions  are  made  concerning  command  economies,  economies 


Multiple  Ql)jeccives? 

can  noc  cheir  objectives  vary  from  country  co  councry?  In  one  sense  this 
question  could  be  answered  by  saying  chac  managers  are  merely  responding 

Therefore,  regardless  of  where  business  accivicy  cakes  place,  ics  perfor- 
mance must  be  configured  in  such  a way  co  facilicace  che  home  councry 
e would  lessen  che  firm's  chances  for  survi- 
le  firm  would  be  less  successful  as  a 
:e  of  "going  global."  This  would  obviace  che  reasons  for  expand- 
ing internationally. 

However,  chis  does  noc  mean  chac  specific  stracegic  objectives  muse 
be  che  same  on  a councry  by  councry  basis.  Vertically  integrated  firms 

With  respecc  co  marketing  objectives  (profics  versus  growth),  ic  is 
possible  chac  a firm  could  vary  ics  goals  from  councry  co  country  providing 

country  goal  oriencacion.  For  inscance.  although  American  firms'  objec- 
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detract  from  overall  profitability) . European  firms  are 
European  subsidiaries  could  pursue  profit  maximization  strategies,  host 
government  policies  permitting,  which  would  enhance  their  home  country 

which  achieve  higher  profitability  in  America  than  they  do  in  Europe.1 


r European  firms  as  opposed  to  American 
n supported  by  a few  empirical  studies 

re  also  likely  to  have  highly  centralized 
it  for  slightly  different  reasons.  In  the 
a market  share  dominance  objectives  are 

perspective  with  respect  to  market  share  and  an  even  longer  term  perspec- 


flrms.  This  proposition  has  bee 
(Doyle,  Saunders  & Wong,  1986;  Se 

objectives  like  American  firms  bui 


PS;  Industrial  democracy  firms  are  much  more  likely  to  have 
multidomestic  management  structures  than  their  foreign  based 


orientation,  Industry  Structure , 


The  centra l proposition  which  differentiates  chis  study  from 
previous  efforts  is  that  a country's  public  policies,  particularly  with 
respect  co  irs  capital  and  labor  markets,  de  facto  create  a generic  goal 
oriencation  for  home  country  firms.  These  goal  orientations  hold  without 
respect  to  the  industry  a firm  is  in.  Thus,  Japanese  global  firms  are 
expected  co  uniformly  pursue  long  term  growth  (market  share) , American 
global  corporations  are  expected  to  all  be  short  cerm  profit  maximizers, 
etc.  Moreover,  specific  generic  strategies  have  been  found  co  facilitate 

maximizers  (Morrison,  1989).  Cost  leadership  has  been  seen  as  a method  of 
achieving  long  term  market  growth,  while  focus  strategies  have  been  paired 
with  long  term  profitability  (Doyle,  Saunders,  & Wong,  1986). 

Similarly,  industry  structure  has  also  been  linked  with  the 

competition. 


Here  a slightly  different  position  is  taken.  While 
Chat  industry  structure  is  important,  goal  orientation  is 
primary.  Within  this  context,  industry  structure  is  seen 

marketplace.  Coalignmenc,  also  called  consistency  or 


acknowledging 

as  coaligning 
international 


(Venkacraman  & Camillas,  1984),  has  emerged  as  an  organizing  heuristic  in 
Che  field  of  sctacegic  management  (e.g. . Miles  & Snow,  1978:  Venkacraman 
1987),  Puc  simply,  ic  is  alleged  chat  che  "fie"  between  a scracegy  and 

1984;  Hambrick,  1986;  Hicc,  Ireland  &,  Scadcer  1982;  Bourgeois,  1960; 
Prescocc,  1986;  Jauch,  Osborn,  & Blueck,  1980),  results  in  significantly 

perform  better  if  based  in  certain  countries, 
industry  performance  will  tend  to  result  wl 

and  generic  scracegy  is  summarized  ii 
tioned,  che  primary  discriminators  of  industry  s1 


hich  does  not  coalign  its 

it  certain  industries  will 
>re  specifically,  superior 
n goal -strategy  fits  and 


first  m< 


r advantages, 


sensitivity  plays  a secondary  but  important 


Marketing  differentiation  accempts  through  advertising, 

managers  to  have  a good  understanding  of  competing  products  and  consumer 

price  sensitivity  (Davies  and  Lyons,  1982).  As  Miller  (1988)  suggests, 
differentiation  strategies  based  on  che  marketing  concept  "...  may  be 
especially  economical  and  useful,  at  least  in  the  short  run,  . . . where 
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Japanese  firms,  due  to  their 


profitability  requirements, 


Japanese  capital  has  historically  been  in  short  supply,  higher  leverage 
industries  have  received  cop  priority  through  "window  guidance."  Now  that 

Japanese  will  begin  to  identify  and  move  into  these  price  sensitive 
segments  in  the  lower  leverage  industries. 

Long  term  profitability  can  also  be  achieved  through  differentiation 

competitive  advantages  through  superior  product  reputation.  Such  scrate- 


cige  (Scherer,  1980), 

associated  (over  time) 
charge  a premium  for  i 
1988).  This  equity  can 
firm's  higher  cos 

luxury  product  markets  b e ca 


ch  this  perceived  superiority,  the  firm  can 
product,  known  as  brand  equity  (Leuthesser, 
n the  case  of  European  firms,  help  offset  the 
'suiting  in  high  profitability, 
always,  relatively  inelastic  demand  niches  are 
1 equity  strategies  (Kocler.  1984).  Thus, 


(niche)  position  coalign  strategically,  The  following  propositions  r< 


fhe  logic  underlying  th 


default.  American  global  firms  will  not 
supra-normal  profitability  cannot  be  ac 

be  the  major  global  competitors  i 


e interested  in  Industries  where 
h industries. 


Industry  Positions  and  Genetic  StfaceRifs 

(government)  influences  and  goal  orientation*  induscry  structure  strategic 

study  was  that  international  competition  takes  place  a the  firm  level,  not 

tition  should  be  integrated  into  an  overall  propositional  framework.  How- 
ever, such  linkages  to  the  firm  level  are  at  this  point  highly  speculative 
and  exploratory.  Strategic  fit  is  merely  one  of  a myriad  of  factors  oper- 
ating at  the  firm  level  which  explain  success. 

Table  3.3  shows  a possible  linkage  between  a firm's  induscry 
position  and  its  generic  strategy,  Koder  (1984).  relying  heavily  on 
Porter's  (1980)  classifications,  identifies  four  types  of  firms:  leaders, 
challengers,  followers,  and  niche rs.  Both  Kotler  (1984)  and  Porter  (1980) 

dependent  on  each  firm's  size  and  posicion  in  Its  induscry*'  (Kotler.  1984. 
cising,  reluctance  co  compete  on  price  and  superior  service  (Kotler,  1984, 


strategies 


on  the  principle  of  differentiation. 

Challengers  "attack  Che  leader  and  ocher  competitors  i 
aggressive  bid  for  furcher  market  share"  (Kocler,  198a,  p.  397). 
attack  is  generally  based  on  attaining  resource  superiority  in  one  o: 


a- industry  Competition  Framework 


Induscry  Basis  of  Sustainable 


Leader  Differentiation 


Challenger 


1)  Dominate  the  largest  (most 
profitable)  segmencs 

2)  Resist  challengers 

3)  Usurp  followers 

the  key  product-market 
2)  Attack  leader's  strength 


Follower 


r flexibility  1) 


Re-segment  market 
Concentrate  resources  in  new 
segmencs) 


(quality,  reliability, 
prescige) 


2)  Concentrate  resources  in  ni 

3)  Hove  inco  segments  leader  a 
follower/challenger  don't  w 


gain  superiority  is  to  promote  superior  value.  The  preferred  method  of 
che  induscry  leaders.  In  some  industries  cost  leadership  is  more  difft- 


cries,  alternative  value  strategies  include  price  discounts,  cheaper 
goods,  product  improvements,  and  superior  relevant  service. 

to  Kotler,  they  are  found  in  industries  such  as  fertilizers  and  chemicals 
where  both  differentiation  and  cost  leadership  strategies  are  hard  to 
achieve  (1984,  p.  409).  In  such  industries,  price  sensitivity  is  high  and 
the  opportunities  to  attack  the  leader  without  incurring  major  losses  are 
quite  rare.  In  such  industries,  followers  avoid  direcc  attacks  on  che 
leader,  preferring  to  rely  on  innovation  to  generate  growth  opportunities. 

overlook  or  ignore.  Niches  can  be  based  on  end-use,  customer  size,  geog- 
raphy, product,  product  line,  product  feature,  prestige,  and/or  superior 
quality  (Kotler,  1984,  p.  411).  Niche  strategies  are  essentially  narrowly 
defined  differentiation  strategies  which  commonly  rely  on  building  brand 

types.  Challengers  and  Followers  are  not  so  much  differentiated  from  each 

are  located.  Therefore,  for  che  remainder  of  this  paper,  the  terms 
Challenger/Follower  are  used  interchangeably, 

Buzzell  ee  al.  (1975)  suggested  Chat  this  leader,  follower,  niche 
pattern  of  intra-industry  competition  is  quite  common  across  a variety  of 
industries.  The  Boston  Consulting  Group  (1976)  stated  that  a stable 
industry  structure  will  contain  on  average  three  significant  competitors 
with  relative  market  shares  of  4:2:1.  Porter  (1985)  suggests  chat  BCC  is 
a special  case  of  Buzzell  (1984).  and  most  likely  will  not  hold  in  all 


S ace  more  likely  to  pv 


p.  387). 


Alchough  these  strategies  could  include  expanding  to  new  countries,  it  is 

of  their  familiarity  with  domestic  product  markets . Thus , domestic  leaders 

egy  (Milkens,  1974)  while  challengers/followers  saw  internationalization 
as  an  opportunity  to  generate  growth  without  having  to  confront  the  leader 
directly  (Chandler,  1962).  Additionally,  challengers  (l)  tend  to  be  in 
fewer  product  markets  than  leaders,  and  (2)  pursue  cose  leadership  strate- 
gies. Geographic  expansion  allows  followers  co  achieve  sales  growth  and 

ing  niche  strategies  are  also  inclined  toward  international  activity  but 


Goal  Orientation.  Industry  Structure,  and  Industry  Position 

Do  industry  position  strategies  (leader,  follower,  niche)  coalign 

ance?  If  the  notion  of  environment-strategic  fit  holds,  then  industry 
position  coalignment  wich  industry  structure  and  goal  orientation  should 

position  provide  a "perfect"  strategic  fit.  This  suggests  the  following 

P17:  American  and  European  global  leaders  in  low  leverage  indus- 

tries, Japanese  followers  in  high  leverage  industries,  and 
European  leaders  in  high  risk  industries  will  have  above 


This  is  because  Japanese  followers  in  high  leverage  industries 
conscicuce  a perfect  strategic  fit  (cost  - leadership/value  ) . American  glo- 
bal leaders  in  low  leverage  industries  conscicuce  a perfect  fit  (differen- 
clacion)  because  in  low  leverage  industries  growth  and  profitability  are 
directly  related  (Suzuki.  1987).  European  global  leaders  in  the  low  lev- 
erage and  high  risk  industries  represent  a "near"  perfect  fit.  These  global 

first  mover  advantages  and  sustained  by  che  strategies  to  close  the  gap. 


tages  to  build  a long  term  brand  image  based  on  superior  reliability, 
quality,  and/or  performance.  The  image  allows  these  firms  to  compete  on 
factors  other  than  price,  where  European  firms  usually  operate  at  a dis- 
advantage . 


global  leaders  in  low  leverage  industries. 

fit.  European  firms  constitute  a "near"  perfect  fit.  once  again,  for 
similar  reasons  to  chose  given  above, 

will  achieve  superior  profitability. 

This  is  because  che  niche  (differentiation)  scrategy  creates  a 

these  industries,  providing  the  niche  is  in  a relatively  price  inelastic 


Globalization 


Diversification 


The  proposed  theoretical  framework  not  only  suggests  a national 
basis  for  achieving  international  sustainable  competitive  advantage,  it 

(Robinson,  1987)  debate  as  well.  Two  major  streams  of  research  have  his- 
torically existed.  One  suggests  chat  products  be  standardized  but  markets 
diversified  (Rugman,  1979;  Wolf,  1975;  Lefcwich,  1970;  Severn  and 

(Palepu,  1985;  Christianson  and  Montgomery,  1981;  Rumelt,  1982).  Keegan 
(1989)  and  Levitt  (1983)  reject  the  premise  of  both  schools,  suggesting 

Levitt  (1983)  offers  one  extreme  view,  suggesting  that  both  products  and 


simply  impossible  to  standardize  global  markets  or  products  given  the  het- 
erogeneity of  world  markecs  and  tastes  (Nell.  1990). 


diversification  may  yield  more  fruitful  insights  (Jain,  1990;  Kim,  Hwang, 
& Burgers,  1989)  chan  previous  approaches.  Jain  (1990).  for  instance, 

cost  savings  can  be  achieved,  McDougall  and  Round  (1984)  found  that 
international  product  and  market  diversifiers  enjoyed  greater  profit  sta- 

folios  reduce  volatility. 

Lastly,  several  studies  have  supported  the  notion  Chat  related 
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packaging  machines  with  corporate  strategies  emphasizing  focus,  customized 
produces,  niche  marketing,  and  flexibility.  German  management  systems 

chemicals,  complicated  machinery ; complex  products  require  precision  manu* 


Similarly,  Porter  suggescs  that  corporate  . . goals  reflect  t 
characteristics  of  national  capital  mi 


ongoing  investment  in  R & D and  new  facilities  is 
may  only  be  moderace"  (1990a,  p.  81).  Conversely 

annual  dividends,  and  annual  management  bonuses,  i 
tively  new  industries  like  software  and  biotech 
pressure  to  underinvest  in  mature  industries,  wher 


ture  industries  whe 
essential  but  retur 


stock,  quarterly  and 


but  will  face  strong 


Thus,  Porcer  suggests  that  the  goals  of  publicly  held  firms  reflect 
the  characteristics  of  national  capital  markets  and  that  the  confluence  of 
goals  and  capital  markets  lead  to  three  general  influences  on  a firm's 
success  in  global  markets.  First,  a fit  beeween  the  goals  of  the  capital 
market  and  Che  industry  is  needed  to  facilitate  global  success.  Second, 
different  national  capital  markets  set  different  goals  for  different  types 
of  industries.  Third,  che  influence  of  caplcal  markets  Is  directly 


Lastly,  Forcer  als 
ere  and  Influence  c 


related  Co  Che  need  for  capital.  Thus,  a 

suggested  that  individual  goals  and  attitudes 
tudes  coward  risk,  and  professional  pride  a 

Government.  Porter  thought  that  the  role  government  plays  in 
creating  advantage  was,  at  best,  secondary.  Government  policies  could 

already  existed.  Government  con  raise  or  lower  the  odds  of  success  but 
lacks  the  power  to  create  advantage  in  the  absence  of  other  favorable 

limitations  on  licensing  technology,  import  restrictions,  export  expansion 
policies,  restraints  on  the  movement  of  domestic  or  foreign  managerial 

pies  Porter  cites.  Thus,  Porter  sees  government  as  introducing  discor- 


id  to  be  compared  c 
sajor  difference  betw 


Because  Porter's  (1990a)  book  is 
proposed  framework,  it  might  be  prudent  t» 

with  the  most  incense  domestic  competition  will  be  the  mo 
global  competitors  (1990,  p.  663).  Conversely,  1 argue  Chat  the  number  of 
domestic  competitors  is  irrelevant.  This  difference  stems  from  Porcer's 
view  of  markets  as  essentially  being  national  in  nacure.  Global  marketing 


: successful 


c Keegan  (1981)  views  markets  as  being  either 
re  success  of  a firm  is  dependent  on  its  perfor- 
s competitors,  not  merely  the  domestic  ones. 

that  cultural  and  economic  characteristics  of  a nation  dominate  a nation's 

government  policy.  This  paper  argues  the  opposite,  suggesting  that  firms 
respond  to  government's  structuring  of  the  economy  in  creating  their 

tries  whose  successful  strategies  are  consistent  with  the  firm's  objective 

Che  Japanese  government  creates  incentives  for  growth  orienced  firms  in 
high  leverage  industries,  then  Japanese  firms  should  succeed  in  such 
industries  regardless  of  whether  they  involve  conserving  resources  or 
miniaturizing.  The  framework  predicts  Japanese  success  in  shipbuilding, 
steel  and  rubber  while  a strictly  ''phenotypic*'  approach  would  not.  Thus, 
examining  such  industries  would  represent  a partial  strong  inference  test 
of  the  two  competing  theories . 


automobiles. 

Because  the  GIFS  framework  is  bound  to  be  compared  Co  Porcer's 
( 1990b)  "diamond  of  advantage,"  some  test  comparing  the  relative  merits  of 
the  two  competing  frameworks  would  appear  Co  be  in  order.  Unforcunacely, 
a direct  comparison  of  the  two  perspectives  is  a more  difficult 


is  in  large  measure  derived  from  che  earlier  wrlcings  of  Porter  <1980: 
1985).  Uhac  GIFS  was  intended  to  do  was  Co  internationalize  Forcer's  ear- 
lier works  on  industry  scruccure  and  generic  scracegies.  The  face  is  chat 
Forcer  largely  ignored  his  earlier  work  in  building  his  diamond  of  advan- 

ideal  induscry  scruccure  as  being  one  in  which  competition  is  constrained. 
The  "good  competitor"  in  Porter  <1980;  1985)  does  not  truly  increase  che 
intensity  of  domestic  competition  whereas  Porter  (1990a;  1990b)  suggescs 
chat  che  more  incense  the  domestic  rivalry,  che  more  competitive  interna- 

competitive  or  maintain  incense  rivalries.  They  cannoc  do  boch.  Thus, 


r < 1990b)  v 


che  cwo  frameworks  do  ha* 
being  global  in  nature. 

based  on  culture, 
and  culture  are  che  drivers.  Indeed, 


(1) 


competitive  advantage  as 


bor  markets.  Porter  also  sees 
capical  markets,  rather  history 
5e  public  policy  configurations 


> investigation.  Third,  both  frameworks  focus  primarily  o 


perspectives  is  how  weil  they  do  at  predicting  patterns  of  global  competi- 
tiveness in  nontriad  nations.  What  meager  evidence  exists  suggests  that 

Katz  and  Brouthers  (1991)  show  that  the  GIFS  model  did  as  good  a job  of 

nations  as  within  Che  triad.  Conversely.  Rugman  (1991)  and  Cartwright 
(1991)  in  studies  of  Canada  and  New  Zealand  respectively  showed  that  Che 
"diamond  of  advantage"  did  not  predict  which  domestic  industries  would 
emerge  as  world  class  competitors.  These  initial  findings  cast  doubt  on 

orima  facie  support  for  Che  generalizability  of  the  GIFS  framework.  How- 
ever, these  results  are  far  from  conclusive. 

chey  view  the  role  of  industry  structure  in  directing  patterns  of  global 
competition.  Alchough  viewing  national  culcural  and  locational  phenotypes 
as  being  important,  Porter  (1986:  1990a)  views  industry  structure  as  being 
the  key  in  understanding  global  oligopolistic  competition.  This  is  where 

generic  economy  type  differences  ate  what  primarily  drive  the  patterns  of 


bllicy,  public  policy  configurations  do  a better  job  of  predicting  pat- 
terns of  cross -national  cross- industry  performance  chan  does  industry 
structure.  With  respect  to  sales  growth,  generic  economy  type  interacts 
with  Industry  structure  to  produce  superior  performance.  Additionally, 


production-! 
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be  a main  effect  of  growth  for  Japan  in  addition  to  the  interaction 
effect.  Industry  structure,  al chough  important,  will  play  a secondary 
role  relative  to  the  main  effect  of  generic  economy  type  and  economy  type 
by  industry  structure  interaction.  In  contrast,  Porter  would  suggest  thac 
industry  structure  would  be  the  chief  determinant  of  patterns  of  interna- 
tional competitiveness.  Additionally,  given  the  country  by  country  varia- 

the  "diamond  of  advantage"  would  predict  a uniform  pattern  of  relaclve 

Thus,  Porter  would  suggest  that  che  best  systematic  predictor  of 
firm  performance  would  be  industry  structure.  Porter  is  vague  in  both  his 
1986  and  1990a  books  as  to  what  constitutes  industry  structure. 
Therefore,  for  Che  purpose  of  this  discussion,  industries  will  be 
classified  as  being  high  leverage,  low  leverage  or  high  risk.  The  GIFS 
framework's  perspective  of  the  relative  merits  of  che  interaction  of 
industry  structure  with  generic  economy  type  are  pitted  against  Porter's 
perspective,  which  asserts  chat  industry  structure  is  che  primary 


Conclusion 

marketing  strategy  is  in  disarray.  Traditional  theories  used  to  explain 
theory  of  comparative  advantage  or  che  international  trade  (product) 


they  ate  at  a loss  Co  explain. 

competitive  strategy,  one  which  predicts  the  current  pattern  of  global 
competition  by  describing  how  international  bases  of  sustainable  competi- 
tive advantage  can  be  achieved. 

patterns  of  trade  between  nations.  Even  Porter's  more  recent  accempcs  to 
disaggregate  (1986;  1990a;  1990b)  have  focused  on  che  national  and 

firm,  assuming  crade  generally  takes  place  between  firms  and  ocher  firms 

seen  as  consequence  of  the  decisions  a firm  makes,  racher  chan  the 
resources  a home  councry  offers.  Firms  which  coalign  their  strategies 
with  their  home  government  policies/induscry  scruccure/induscry  position 
become  che  most  successful  global  competitors.  Thus,  this  framework  is 
not  only  descriptive,  it  is  also  normative. 

ful"  firms  will  differ  from  country  Co  country. 

specific  patterns  should  emerge  which  show  higher  growch/proficability  for 
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Grant  (1987)  found  that  profitability  for  304  Largo  British 
manufacturing  firms  was  directly  related  to  the  degree  to  which 
production  and  sales  were  located  overseas-  This  allowed  the  firms 
to  achieve  higher  profitability  by  competing  in  less  price  sensitive 
markets  (Europe)  and  by  building  newer  (and  hence  more  productive) 

Profitability  was  found  to  decline  in  North  America  as  the  plants 
aged-  1 suspecc  that  the  results  would  have  been  even  more  dramatic 
if  che  data  could  have  been  confined  to  less  price  sensitive 


CHAPTER  4 
METHODS 


methodologies  employed,  and  the  measures  which  were  used.  The  hypotheses 
were  derived  from  the  propositions  presented  in  Chapter  3.  In  the  first 

including  a discussion  of  variable  choices  and  categories,  in  the  second 
section,  the  rationale  underlying  the  research  design  is  discussed. 


Data  was  collected  on  167  European,  American  and  Japanese  firms  for 
the  years  1978-1990.  for  a total  of  13  years.  Nineteen  seventy-eight  was 
picked  somewhat  arbitrarily  as  a scarring  date  as  it  was  around  the  time 


ing  concept  of  multinational  or  multidomescic  corporation  {Porter.  1986), 


If  the  decade  of  the  eighties  was  cl 
omy  and  the  global  corporation,  cl 

recent  year  for  which  all  relevant 

selected.  Second,  firms  within  the 


e emerging  global  econ- 
s as  an  initial  anchor 


lata  was  available, 
selected  industries 


Industry  selection.  Industries  were  selected  for  inclusion  in  a two 
stage  process.  The  necessary  condition  for  inclusion  was  the  industry  had 
to  clearly  fit  into  one  of  the  three  ideal  industry  structures  described 

Yelle  (1979)  provided  a very  nice  summary  of  a variety  of  studies  in  which 
such  data  could  be  obtained.  For  Instance,  the  beer  industry  was  deter- 
mined to  have  low  leverage:  doubling  of  output  led  to  only  a 10X  reduction 

a 30%  reduction  in  costs  by  doubling  output.  Based  on  their  leverage, 

or  high  risk  (uncertain  experience  effects). 

The  industries  were  then  assigned  to  student  groups  in  Spring  1990 
and  1991  who  were  asked  to  do  research  on  a given  industry  and  classify  it 

teria  described  in  Table  3,1.  Only  chose  industries  which  were  consis- 
tently identified  as  belonging  to  one  of  che  three  industry  structures 
were  retained  in  Che  study.  This  resulted  in  fourceen  of  che  eighteen  two 

l.  High  leverage  industries  (computers,  automobiles,  steel,  rubber, 
textiles,  consumer  electronics); 

tobacco  products) ; 

3.  High  risk  industries  (chemicals,  oil  refining,  mining,  pharmaceuci- 


Thus,  most  of  the  world's  manufacturing  accivlty  is  included  in  the 
study  (airplanes  and  shipbuilding  are  two  notable  exceptions).  Although 
not  exhaustive,  the  industries  sampled  do  represent  the  bulk  of  world  man- 

schemes  (the  experience  curve  literature  and  student  assessments  of  indus- 
try fits  with  ideal  industry  structures)  should  enhance  the  validity  of 


The  Fortune  listings  were 
in  the  vast  majority  of  pre- 

ards’  Business  Directory  and 


Firm  Selection 

Criteria  for  the  firm's  selection  we 

iod.  This  eliminated  the  majority  of  fii 
chosen  as  they  are  the  same  data  source  u; 

the  Japan  Economic  Almanac  (Economic  Journal)  were  consulted  to  ascertain 
whether  a firm  did  at  least  70X  of  its  business  within  a given  industry 
structure.  If  ic  did,  it  was  included,  if  not  it  was  considered  a con- 
glomerate and  was  eliminated.  Thus,  RJR-Nabisco  which  does  business  in 
tobacco,  food  and  beer,  is  included  in  the  study  because  all  three  are  low 
leverage  industries.  It  was  therefore  included  in  the  data  base.  USX,  on 
the  other  hand,  operates  both  in  steel  (high  leverage)  and  oil  refining 
(high  risk).  It  crosses  industry  structure  lines  and  was  therefore  not 


banking, 


include  conglomerates  which  cross  induscry  structures.  Thus,  the  sample 
is  limited  to  manufacturing  firms  which  are  "related  diversifiers"  or 
single  industry  players.  Generalization  to  overall  patterns  of  global 

The  data  also  meets  Che  notion  of  an  ideal  sample  of  firms  as 
defined  by  Lee  and  Blevins  (1990).  The  firms  chosen  were  (1)  comparable 

management  (Lee  and  Blevins,  1990.  p.  99) >.  By  meeting  these  criteria  it 


The  following  variables  were  used  in  Che  study:  country  of  origin, 

industry,  industry  structure,  relative  size,  assets,  net  income,  sales. 

intensity.  Each  is  briefly  defined  below. 

Country  of  origin.  Each  firm's  nationality  is  determined  by  in 

nationality  will  tend  to  be  reflected  in  both  its  board  of  directors  and 
majority  stockholders,  both  of  whom  will  tend  to  be  responsive  to  national 


Industry.  Induscry  is  defined  through  use  of  SIC  (Standard 
Industrial  Classification)  codes. 

leverage,  low  leverage,  or  high  risk.  Thus,  there  are  three  basic  Indus- 
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Relative  size.  Companies  are  classified  as  being  global  leaders, 
challengers  or  niche  firms.  Data  from  1978  was  used  co  classify  Che 
firms.  The  leader  was  Che  firm  with  Che  highesc  level  of  sales.  Challen- 


Profits.  Profits  are  defined  as  recurn  on  assets  (ROA) . ROA  is 
defined  as  net  Income  divided  by  assets  for  a given  year.  Thus,  it  is  a 
percentage . 

Sales  growth.  Soles  growth  or  growth  (used  interchangeably)  is 
defined  as  (current  year  sales  minus  previous  year's  sales  termed)  change 

termed  labor  productivity)  is  defined  as  sales  divided  by  the  number  of 
employees.  The  lower  the  number  che  more  labor  intensive  (or  che  less 


because  che  resulting  numbers  are  easier  to 
(which  would  be  che  more  traditional  measure) 
Capital  intensity 

capital  intensive  (less  capital  productive) 
defined  this  way  for  ease  of  reading. 

Forcune  500  listings  and  are  considered 


explanatory:  sales,  asset 


employees. 


Hypo theses 


The  hypotheses  presented  here  ere  derived  from  Che  propositions 

hypotheses.  Two  factors  determined  which  hypotheses  were  selected,  first, 
only  those  hypocheses  which  represented  a test  of  the  central  propositions 

spectives  were  tested.  Second,  only  hypotheses  which  could  be  tested  with 
the  assembled  data  set  were  examined.  The  unexamined  propositions  will 
provide  the  basis  for  future  empirical  research. 

resulting  hypotheses  is  in  ANOVA  terms.  The  overall  design  is  a three 
(general  economy  cype/governmenc  cype/councry- -Japan,  USA,  Europe)  by 

leader,  challenger,  niche)  design,  AC  the  industry  levei.  the  GIFS 
framework  makes  a number  of  predictions  concerning  cross  nacional  dif- 

che  form  of  planned  contrasts.  At  the  induscry  structure  by  generic  econ- 
omy type  level  a significant  two  way  interaction  is  predicted  as  well  as 
two  significant  main  effects  and  three  planned  contrasts  for  simple  main 
effects.  And  last  but  not  least,  significant  three  way  inceraccions  are 
predicted.  In  this  instance  regression  is  used  rather  than  ANOVA  because 

significance  of  the  three-way  interaction  effects.  Each  of  the  hypotheses 


case  each  hypothesis.  I begin  with 
Country  effects.  Hypotheses 


cance  is  postulated.  Thus, 
planned  contrast,  it  was  £ 
industry  level 


as  its  signifi- 
r»  evaluating  each 


t was  felt  chac  t- tests  were  more  appropriate  than 
the  hypotheses  is  briefly  discussed  below.  These 
-national  effeccs  were  considered  to  be  very  robust. 


using  a small  sample  size.  Thus,  hypotheses  one  through  five  were  each 
examined  with  chirceen  observations  per  generic  economy  type  (country). 


They  are  as  follows: 

labor  productive,  the  Europeans  the  most  labor  intensive. 

H2:  For  a given  industry,  the  Japanese  will  on  average  be  the  most 

capital  intensive,  che  Americans  the  most  capital  productive. 

intensity  will  be  greatest  in  che  faccor  (labor/capital)  which  is  being 
controlled  (regulated).  Thus,  che  Japanese  will  have  the  highest  capital 

Americans  will  be  che  most  capital  productive  because  a market  economy 
dictates  maximal  return  for  capital  outlay.  The  Japanese  will  be  most 
labor  productive  because  they  will  substitute  subsidized  capital  for  labor 
wherever  possible;  in  a production-based  economy,  labor,  rather  than  capi- 


Japanese  firms  will 
given  industry. 


industry. 

These  two  hypotheses  are  de 
market  economies.  In  production 

s (USA)  short  run  maximal  ret 


concerning  Japanese  firms.  It.  h 
Country  by  industry  s 


is  the  priority.  In  market 
return  is  emphasized,  Thus,  high  ROA 
Japanese  firms  is  the  result, 

highest  growth  rates  for  a 

n wisdom”  (Lee  A Blevins.  1990) 


S framework  makes  a 


Hypothesis  6 deals  with  the  predictions 
e country  by  industry  structure  level, 


advantage  of  certain  home  government  public  policies  concerning  capital 

toward  capital  and  labor  markets  influence  firm  goal  orientations  and 
strategic  fits  occur,  superior  global  performance  is  achieved. 


The  Japanese  by  caking  advantage  of  cheir  country's  unique  banking 
structure  can  generate  superior  global  performance  by  substituting  subsi- 
dized capital  for  labor.  Since  there  is  little  external  pressure  to  gene- 

ocher  firms.  Thus,  Japanese  firms  will  be  able  Co  best  exploit  these  home 
country  advantages  in  industries  where  price  competition  is  important  and 
where  the  substitution  of  capital  for  labor  leads  to  more  efficient  pro- 


duction, i.e.,  lower  costs. 

European  firms  can  similarly  use  home  country  public  policies  to 
build  a basis  for  sustainable  competitive  advantage.  European  "Industrial 


Democracies"  are  characterized  by  ( 
policies  and  (2)  by  cheir  desire  f 
profitability)  on  investment  over  ch 
run  return.  This  is  because  most  stocks  i 


rm  time  horizon  (Samiee,  1987).  Thus.  Euro- 

product-markecs  where  large  amounts  of  skilled  labor  (hlghlv  paid)  are 
required  and/or  lower  than  market  short  run  races  of  return  occur,  indus- 
tries which  are  highly  R&D  intensive  but  have  low  manufacturing  costs, 
such  as  pharmaceuticals  and/or  industries  chat  are  highly  commodity  based, 
like  oil  or  chemicals  are  likely  possibilities.  In  such  industries,  cost 

Moreover,  the  inability  to  consistently  generate  short  run  supra-normal 


highly 


fitabilicy  in  Che  shore  run  in  order 
skilled  labor.  The  key  advantage  sue 
flexibility.  This  flexibility  allows 


cet"  economy.  This  free  market 

economy  conveys  Is  managerial 
s to,  in  theory,  react 

icors.  Thus,  markets  where  market  demand  changes  rapidly  or  where  the 
industry  is  highly  segmented  making  it  difficult  to  achieve  steep  experi- 

price  sensitivity  is  not  great  and  where  scable  supplies  of  skilled  labor 
are  not  essential  should  be  the  areas  in  which  American  firms  should  prove 

area  (beer,  soft  drinks,  packaged  food,  toiletries,  detergents,  etc.). 


Bennec- Franklin  Algorithm  (Two-Way  Interaction) 

Industry  structure  and  country  are  both  fixed  effects2  while  subjects 
(in  this  case  average  firm  performance  for  a given  cell  in  a given  year, 
called  Firm-Year),  are  random.  So  Che  model  has  firm-years  (Y  in  the 
figure  below)  nested  in  country  and  industry  structure.  Thus,  the  Bennet- 
Franklin  Algorithm  cakes  the  form: 

Bennet- Franklin  Algorithm 
E(M) 

ify«f  * ej  ♦ fsj  . E 


Y/CI  F/CIY 


Councry,  Industry , Country  by  Industry  and  Years  nested  In  country  and 
industry  can  all  be  examined  for  significance  as  the  following  source 


Country 

Industry 

Country  X Industry 

Firm- Year s/Country , Industry 


sU 

(C-l) 


(C-l)  (1-1) 


MSc/MSj/ei 

MS,/HSY/CI 

MSc*,/MSy,C] 


Country  and  industry  structure  main  effects.  In  addition  to  Che 
above  interaction  effect,  two  ocher  hypotheses  are  going  co  be  examined 
within  the  context  of  the  repeated  measures  design,  both  main  effects. 

perspective,  particularly  Che  notion  that  Japanese  growch  will  be  (Hypo- 

Lee  and  Blevins  (1990)  found  chat  this  was  not  the  case.  If  there  is  some 
country  effect,  1 predict  it  will  be  dwarfed  by  Che  interaction  effect. 
Porter  v GIFS.  The  next  test  is  derived  from  the  work  of  Porter 


(1980;  1985;  1986;  1990a)  who  suggests  that  industry 

model  perhaps  differs  the  most  from  Porter's  "diamond 
(1990a).  The  GIFS  framework  suggests  chat  induscry 

generic  economy  type  and  induscry  structure.  In  contrasc,  Porter 


although 


suggest  that  industry 


ter's  "thick"  description  of  the  country 
Europe  by  Porter  and  his  teams  (1990a) 
would  render  it  extremely  unlikely  that  a "diamond  of  advantage"  approach 
would  lump  all  EC  countries  into  a single  common  category.  Industry 

definition  may  quite  likely  not  entirely  fulfill  Porter's  view  of  industry 
structure.  Thus,  to  some  extent  this  is  not  a completely  fair  test  of  the 

limitations,  it  was  the  best  chat  could  be  done.  Moreover,  it  is 
important  to  noce  chat,  as  was  previously  stated,  the  cwo  views  have  much 
in  common.  Where  they  differ  is  in  the  perspective  of  the  relative 

industry  structure  as  the  primary  driver  and  government  as  a secondary 

is  the  key  driver,  dwarfing  any  main  effects  while  Porter  doesn't  even 
mention  the  possibility  of  an  interaction. 

Firm  level  synergies.  As  it  was  pointed  out  in  Chapter  3.  it  is 
possible  to  extend  the  logic  of  the  GIFS  framework's  notion  of  coalignment 
down  to  the  relative  induscry  position  of  the  firm.  From  this  perspective 

firm's  relative  position  in  Che  induscry.  Firms  are  seen  as  being  leaders.  - 

gies.  American  low  leverage  leaders.  Japanese  high  leverage  challengers 
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themselves  i 


basis  and  therefore  these 
The  results  If  they  occur , 


growth  vary  on  an  Indus cry  by 


will 


n niche  firms 


c are  normed  by  industry. 

in  low  leverage  Industries,  European  leaders  in  high  r 

cases,  the  country/industry  structure  coalignment  is  "perfect,"  and  che 

There  are  two  hypotheses  Co  be  derived  from  the  above  discussion. 

highesc  (relative)  rates  of  growth  in  Che  world, 

H8:  American  low  leverage  niche  firms,  Japanese  high  leverage 

profit  and  growth  are  linked,  it  is  also  hypothesized  chat: 

H9:  American  low  leverage  industry  leaders  will  exhibit  che 

Method.  Due  to  unequal  cell  sizes  and  because  predictions  are  being 
made  concerning  direction  (positive)  and  magnitude  (greater  than  one)  as 
well  as  significance,  dummy  variable  regression  using  pooled  cross  sec- 
tional time  series  analysis  is  the  preferred  mechod  (Htbbs,  1979,  Keppel, 
1982).  Because  chis  type  of  analysis  is  relatively  uncommon,  a brief 
explanation  is  offered  below. 

Pooled  Cross  Sectional  Time  Series  Analysis.  One  type  of  analysis 


selected  firms  performance  over  a twelve  year  time  period.  The  behavior 
of  residuals  in  such  an  analysis  is  likely  to  be  different  from  either  a 

analysis  (one  firm  for  the  time  period  in  quescion) . Cross  sectional 
analyses  often  have  problems  with  heteroskedasticity.  Because  Che  data 

lar  figures,  there  will  be  no  problem  wich  heteroskedasticity.  Time 
series  analyses  often  have  problems  wich  autocorrelation.  Thus,  it  is 

result  in  models  which  are  time-wise  autoregressive.  To  solve  for  this 
potential  problem  it  is  necessary  to  develop  a pooled  cross  sectional  time 

government  type  groupings  for  a twelve  year  cime  period,  are  represented 
by  observations  on  N cross  sections  over  T periods  of  time  (T-12).  Thus, 
there  are  altogether  n (108)  - N x T (9  s 12)  observations.  Each  of  these 
n observations  is  treated  as  a single  case  in  a cross  sectional  analysis 

Nine  residuals  (one  for  each  cell's  cime  series)  are  saved  and 
examined  for  evidence  of  autocorrelation.  The  pooled  autocorrelation  is 
the  average  of  the  108  individual  autocorrelations.  The  reason  for  pool- 

cically.  The  small  number  of  time  points  (T-12)  in  each  of  the  individual 
time  series  contributes  to  the  variation  in  the  individual  paccerns  of 
autocorrelation.  Time  series  models  rely  on  large  number  of  time  points 


assumption  of  time  series  modeling  and  hence  process  unstable  estimates  of 
the  autocorrelation  parameter.  By  pooling  the  results  we  obtain  a much 

Having  obtained  an  estimate  of  the  autocorrelation  we  are  now  able 

were  a single  GLS  equation,  with  the  pooled  estimate  of  autocorrelation 
was  stationary  (there  was  no  autocorrelation). 


Statistical  Power 

the  statistical  power  for  each  of  the  hypotheses  given  the  effect  sizes 

sizes  (Cohen.  1977,  p.  12).  Past  research  has  not  dealt  with  capital  or 
labor  intensity:  it  has  focused  exclusively  on  ROA  and/or  growth  (Hear, 
1989;  Rugman,  1983;  Kumar.  1984).  Using  the  most  recent  study  (Haar, 
1989)  the  effect  size  for  ROA  was  r - .736.  This  more  chan  fits  Cohen's 
(1977.  p.  83)  correction  for  large  (large;  r - .3,  medium:  r - .3,  small: 

about  .92,  This  is  very  high  power.  Although  previous  research  has  not 


intensity . i postulate  very  large  effects 


equal  Co  chat  of  ROA.  Thus,  both  should  have  similar  power. 

Similarly.  I postulate  a large  effect  size  for  the  interaction  of 
country/induscry  structure  on  sales  growth,  although  not  as  large  as  for 
labor/capital  intensity  of  ROA.  Thus,  r - . 5 is  chosen  by  convention. 

For  the  three-way  interactions  the  effecc  size  is  postulated  as 
being  small.  After  all,  strategic  synergy  may  quite  likely  account  for 
only  a small  part  of  a firm's  overall  performance.  Thus,  by  convention 
r- . 1 is  chosen.  Because  of  "noise"  in  the  data,  the  exploratory  nature  of 
the  analysis,  and  because  the  effect  is  postulated  as  being  small  a-. 05  is 
chosen  and  n-20A.  Power  is  in  excess  of  .89,  giving  an  excellent  chance 


le  research  design  is  based  on  three  assumptions, 
don  of  national  markets.  This  is  done  for  five  reasons.  First,  it  is  a 

efforts  at  predicting  patterns  of  competition  which  also  relied  on  Fortune 
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virtually  impossible.  Third,  it  allows  global  leaders  challengers  and 

Buzzell  ec  al.  (1973)  and  Porter  (1980;  1983).  Fourth,  it  is  consistent 

least,  competition  is  being  increasingly  global  in  nature.  Finally,  given 
the  amount  of  noise  created  in  the  data  by  this  assumption,  if  the  GIFS 
framework's  predictions  are  upheld.  It  will  tend  to  support  the  robustness 
of  the  framework. 


The  second  assumption  I 

exactly  why  they  make  the  ch 
made  are  generally  sound  one 
some  degree  of  control  over 


They  may  not  always  be  able  to  articulate 
choices  that  they  do.  but  che  choices  chat  are 


The  third  simplifying  assumption  is  chat  Fortune  500  firms  represent 
the  most  successful  firms  in  the  world.  In  terms  of  (size)  sales,  with 
che  exception  of  a few  privately  held  firms,  this  is  true  by  definition. 
It  may  be  less  true  when  it  comes  Co  profitability  and/or  sales  growth. 

fairly  good  job  of  capturing  a good  number  of  the  current  and  emerging 

should  replicate  the  patterns  of  competition  predicted  by  che  framework, 
e.g.,  che  previously  described  hypotheses.  Additionally,  the  GIFS  frame- 


work  should  predicc  best  at  the  country  level,  next  best  at  the  industry 
structure  Level  and  least  well  at  the  firm  level  because  as  che  dips  model 
is  disaggregated,  factors  (individual  firm  level  performance  variables) 
ocher  chan  “strategic  fit"  play  an  increasingly  important  role  in  decer- 


Can.stifeti.pjis 

There  have  been  several  previous  actempcs  ac  analyzing  che 

(Haar,  1989;  Kumar,  1989;  Rugman,  1983;  Buckley  ec  al.,  1978;  Jacquemin 
and  Lichcbuer,  1973;  Whictingcon.  1971).  These  scudies  differ  from  this 
paper  in  three  major  aspects.  First,  all  of  che  previous  studies  have 

tend  to  focus  on  main  effects  primarily  and  tend  not  to  examine  interac- 
tions, In  contrast,  this  study  will  focus  primarily  on  interactions. 
Third,  and  most  important,  previous  work  tends  to  be  notoriously  acheo- 
retical.  Cross  sectional  regressions  were  run  and  results  reported  with- 
out any  theory  to  guide  che  analysis.  Here  aoriori  predictions  will  be 
made  based  on  a new  theory  of  competitive  strategy  (che  GIFS  framework). 
The  predictions  will  be  tested  by  collecting  and  analyzing  rurcune  300 


Rationale  for  the  Predictions 

Because  this  study  only  looks  at  Fortune  500  companies,  it  can  be 
argued  chat  only  che  world's  most  successful  firms  are  being  examined. 


that;  firms  which  adopt  strategies  consistent  with  their  induscry/cotmtry 
mix  will  be  the  world's  most  successful  firms.  Thus,  if  one  assumed  chat 

predicted  by  the  theory.  Thus,  Fortune  500  firms,  being  among  the  most 
successful  firms  in  che  world,  should  reflect  the  predictions  made  by  the 

In  general,  che  predictions  are  chac  American  firms  tend  to  be 

and  Japanese  firms  long-term  growth  oriented.  Short-term  profitability  is 
dependent  in  part  upon  being  able  co  achieve  a 

cult  for  new  encrancs  co  gain  cost  advantages.  Thus,  American  or  European 
firms  are  likely  to  dominate  such  industries  depending  on  which  firms  had 

This  leverage  allows  che  Japanese  co  continually  lower  cheir  costs. 

over  time,  the  Japanese  are  likely  to  dominate  such 
European  firms  operate  in  a highly  regulated  e< 

The  sooia list -labor  policies  of  che  Common  Market  make  it  quite  impossible 

Germany's  labor  “committees  of  parcicipacion"  must  okay  any  changes  in 
compensation  or  hiring  levels).  Thus,  European  firms  tend  to  focus  on 
long-run  strategies  rather  than  short-run  profit  maximization.  Because  of 


lack  of  flexibility  In  European  economic  environments , European 


n rapid  shifts 
Che  middle”  Co 


can  neither  compete  on  price  (which  requires  an 
takeovers  are  difficult  and  financing  can  be  obtain 

use  Porter's  (1980)  phrase,  being  able  to  compete  neither  on  costs  or  on 

long-term  differentiation.  Thus,  European  firms  will  tend  to  dominate  in 
product-markets  where  long-term  reputations  dominate  price.  Thus. 
European  firms  will  do  well  in  some  niche  markets  (chose  emphasizing 

chemicals  and  oil  refining  where  short-run  growth  and  profitability  are 
highly  uncertain. 


government’s  laws,  regulations 


and  policies. 


competitive  advantage  vis-a-vis  competing  foreign  firms  by  entering 
industries  or  product -markets  which  allow  the  firm  to  exploit  the 

underprotected  European  firms  have  a sustainable  competitive  advantage 
vis-a-vis  their  foreign  rivals.  Because  European  firms  are  neither 
expected  to  achieve  long-cerm  rapid  growch  or  short-cerm  profit 
maximization,  they  are  free  to  enter  industries  and  markets  in  which  firms 
with  such  goals  are  precluded. 


(assets  for  capital,  employees  for  labor)  Intensity  is  the 


are  fixed  is  because  chey  represent  the  whole  population 
(three  types  of  generic  economies  which  produce  global  competitors: 
three  types  of  leverage- -high,  low  and  uncertain).  Firm-years  is 

other  firms  and/or  other  time  periods. 


CHAPTER 


corresponding  co  che 
facie  support  for  man 


In  the  first  section  descriptive  statistics  are 

y of  the  core  hypotheses  and  inferential  statistics 
country  level  differences  for  capital/labor  inten- 
Maln  effects  (of  generic  economy  type  and  industry 


3e  by  industry  structure) 
pitted  against  aspects  of 
ire  based  on  a repeated 
svel  hypotheses  are  tested 
e series  analysis. 


and  interaction  (generic  economy 
e described  and  the  GIFS  framework  1 
(1990a)  framework.  These  results  ai 

using  dummy  variable  pooled  cross  sectional  time 
Descriptive  Analysis 

statistics.  In  many  respects  che  descriptive  analysis  is  perhaps  more 
analysis  is  not  randomly  generated.  Rather,  the  collected  data  represents 


n Chapter  a.  All  f 


e selected  by  s' 


being  attempted  here.  Lascly,  the  GIFS  framework  is  not  being  used  here 
to  predict  for  additional  industries  or  beyond  the  time  period  of  data 
collection.  For  these  reasons  it  could  be  argued  chat  the  data  represent 
a population  rather  than  a sample.  Thus,  a close  examination  of  the 
descriptive  data  is  merited. 


distribution  of  firms  by  industry  and  by 
includes  167  firms;  62  American,  45 
. American  firms  comprise  about  372  of  the 


Distribution  of  Firms  by  Industry  and  Country  of  Origin 


High  Risk  Totals 


High  Leverage  Totals  21  28  24  73 


Tobacco  30  36 

Low  Leverage  Totals  17  8 16  41 

Grand  Totals  62  45  60  167 


total,  Japanese  firms  about  27%  and  European  firms  about  362.  There  are 
53  (about  322)  "high  risk”  firms.  73  (about  462)  "high  leverage"  firms  and 
41  (about  252)  "low  leverage"  firms.  Thus,  the  "high  leverage"  firms  are 

represented  in  the  population.  Moreover,  the  Japanese  are  disproportion- 
ately high  leverage  firms,  over  622  as  opposed  to  overall  average  of  442. 1 
Thus , the  population  is  not  evenly  distributed  with  respect  to  industry 
structure  or  country  of  origin.  However,  the  number  of  observations  per 

ularly  at  the  higher  levels  of  aggregation  in  the  forthcoming  analysis. 

industry  structure  and  initial  (1978)  relative  industry  position.  Note 


Table  5.2 

Distribution  of  Firms  by  Country  of  Origin.  Industry  Structure, 
and  Relative  Industry  Position 

Japan USA Europe Total 


High  Leverage 
Low  Leverage 
HlRh  risk 


chac  there  are  a number  of  empty  cells.  Note  also  char  rhe  nonempty  cell 

nonempty  cells  which  led  to  the  choice  of  regression  based  analysis  as 

method  under  such  conditions  <Keppel,  1982).  The  primary  three-way 

challengers  and  European  niche  firms  in  "high  risk"  industries.  There  are 
ample  numbers  in  each  cell.  9,  8.  and  20  respectively.3  Secondary  three- 
way  hypotheses  focus  on  European  low  leverage  and  American  low  leverage 
firms,  (16  and  10  firms  respectively)  as  well  as  Japanese  high  leverage 


Inferentja;  Findings 


descriptive  analysis  to  other  firms,  time 
tries,  it  is  desirable  to  examine  Che  dac. 


periods,  countries  or  Indus- 
with  inferential  statistics. 


The  hypotheses  will  be  examined  using  descriptive  and  inferential  scatis- 
examined  for  labor/capital  intensity,  growch  and  ROA.  Second,  Che  predic- 

will  be  contrasted  with  Porter's  (1980;  1985:  1990a)  predictions. 


Table  5.3  displays  the  average  capital  and  labor  intensities3  for  the 
above  population  for  the  years  1978-1990.  The  general  hypotheses 

HI.  For  a given  industry,  the  Japanese  should  always  be  the  most 
labor  productive,  the  Europeans  the  most  labor  intensive. 

H2.  For  a given  industry,  the  Japanese  should  always  be  the  most 


Chemicals 


121.00  1.02  197 


Tobacco 


Electronics 

Computers 


J&2 LOi 125 LOS 121,00 


Labor  intensity.  With  respect  to  Hypothesis  1,  the  Japanese  are  the 
mosc  labor  productive,  thirteen  out  of  chirteen  cases.  The  Europeans  are 

framework  does  a perfect  job  of  predicting  the  pattern  of  labor  intensity 


With  respect  to  Hypothesis  1 (Table  5.3),  there  does  appear  to  be  a 
significant  difference  between  Japanese  and  European  labor  intensity 

p - .026.  u?  - .119). 


Capital  Intensity.  Hypothesi 


involved  less  in  the  extractive  activities  than  their  foreign  rivals  and 
thus  do  not  have  as  great  a need  for  capital  investment.  More  surprising 
are  the  results  for  the  automotive  industry.  Here  the  Japanese  are  tied 
for  greatest  capital  productivity  (with  the  USA).  Ic  appears  that  whatever 
advantage  the  Japanese  have  in  the  automotive  Industry,  it  is  not  based  on 
high  levels  of  investment.  (It  may  be  based  on  newer  and  hence  more 
productive  capital  Investment.  This  data  sec  uses  tocal  assets,  but  chat 
conjecture  is  beyond  the  data’s  ability  to  investigate.) 

The  Americans  are  the  most  capital  productive  in  ten  of  chirteen 

capital  productive  in  all  six  of  the  high  leverage  industries.  Given  the 


global 
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observation. 


twenty-seven  cases  with  respect  to  labor  intensity.  The  framework  also 
correctly  predicts  the  pattern  for  capital  intensity  in  19  of  26  cases 
(73X).  Thus,  the  GIFS  framework  has  an  overall  accuracy  of  46  out  of  53 
or  86- 82  for  capital/labor  intensity.  This  is  an  extremely  accurace 

of  industry  growth  and  profitability? 

capital  intensity  between  Japan  and  the  U.S.A.  at  the  industry  level.  The 
one  tailed  t-test  is  1.74.  significant  at  Che  ,05  level  {df  - l,  13). 
Thus,  chere  appear  significant  differences  between  the  nations  with 


respect  to  capital  a 


r intensity  a- 


a industry  level.  The  4 


1 hypocheses  wl 


given  Industry, 
e 5.4  displays  the 


tently  produce  superior  profitability,  while  the  Japanese  w 
tently  least  profitable.  The  Americans  have  Che  highest  ROl 
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chirceen  cases  (tobacco  is  excluded).  Only  textiles  and  steel  fail  to 
show  Anierican  firms  as  being  the  most  profitable.  The  Japanese  are  least 

much  due  to  the  Japanese  as  it  is  to  the  poor  performance  of  European 
firms  in  mining  (where  they  registered  an  average  loss  for  the  entire 

(2.402),  computers  (-1.302),  steel  (-2. 16%)  and  rubber  (1,842).  Overall, 
the  Japanese  averaged  ROA  of  2.31  while  American  firms  averaged  6.83  and 
European  firms  4.27.  Thus,  overall,  Che  Japanese  averaged  about  half  the 
profitability  of  European  firms  and  about  one  third  chat  of  American 
companies.  Thus,  the  GIFS  framework  predictions  appear  to  hold  in  18  of 


significant  at  the  .001  level.  The  is  an  Impressive  .334,  Contrasts 
between  American  and  Japanese  firms  result  in  an  F of  21.76  (df  - 2,  13. 
p - .0001)  and  an  to2  of  .453.  These  results  provide  strong  support  for 
hypotheses  three  and  four.  Planned  contrasts  cell  the  rest  of  the  story. 
The  one  tailed  c - test  is  2.27  (df  - 1,  13)  for  American  ROA  significant  at 

the  one  tailed  t-2.03  (df  - 1,  13,  p - .05).  Thus,  the  inferential 
results  tend  to  support  hypotheses  three  and  four,  American  firms  average 
Che  highest  ROA  while  Japanese  firms  have  the  lowest  average. 

Growth.  The  industry  level  hypotheses  with  respect  to  growth  are  as 


H6:  Japanese  fires  will  average  Che  hlghesc  growch  races  for  high 

leverage  induscries.  European  firms  for  high  risk  industries, 
and  American  firms  for  low  leverage  induscries. 


Hypothesis  6 represencs  che  core  hypochesis  of  che  GIFS  framework. 
Hypochesis  5 is  Che  more  common  view  of  growch  and  is  found  in  Lee  and 
Blevins  (1990).  The  cwo  hypotheses  do  somewhac  conflicc  and  chus,  piecing 
che  cwo  against  each  ocher  does  provide  for  a pocentlal  scrong  Inference 


With  respect  Co  growch  chei 
chat  che  Japanese  will  always  b 
after  all,  their  primary  goal.  T 
industry 


e cwo  hypotheses.  The  first  (H! 


American  firms  grow  fascesc  in  low  leverage  induscries  (where  proflcs  and 
growch  are  linked);  Japanese  firms  grow  fascesc  in  high  leverage  indus- 
tries (where  capital  incensicy  yields  cosc/price  advantages);  and  European 

maincain  highly  skilled  labor  intensive  work  forces).  The  results  are 


The  Japanese  have  che  hlghesc  growch  races  for  eighc  of  chirceen 
induscries.  Interestingly,  they  have  che  highesc  growch  race  in  all  six 
of  che  high  leverage  induscries.  This  means  chat  chey  do  noc  have  che 
highesc  growch  races  in  a majority  of  che  remaining  induscries.  Moreover, 
che  "average"  in  pharmaceucicals  (high  risk  induscry)  is  based  on  che 
performance  of  one  niche  player.  In  chemicals,  che  growch  race  of  che  six 
Japanese  niche  firms  exceeds  chac  of  che  European  giancs  Bayer.  Hoechsc. 
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success  buc  only  In  che  high  leverage  industries.  The  two  hypotheses 
differ  in  their  predictions  concerning  low  leverage  and  "high  risk" 
industries.  Here  the  evidence  supports  the  GIFS  framework  and  H6.  In 
"high  risk  industries  Che  Europeans  average  Che  highest  growth  rate.  8.95. 

framework  correctly  predicts  in  twelve  of  fourteen  cases  (85.72).  This  is 
in  concrasc  to  the  classical  explanation  which  has  che  Japanese  as  the 


uniform  growch  leader 
provides  a prime  facie 
superior  predictor  of  c 

Blevins  (1990)  found,  I 
at  achieving  sales  growth 


of  13  or  61.52).  Thus,  the  descriptive  data 

a results  for  Hypothesis  5.  Just  as  Lee  and 
Japanese  are  not  uniformly  significantly  better 
: triad  counterparts. 


However,  che  results  for  Hypochesis  6 are  much  more  encouraging. 
Here,  che  one  tailed  c-cesc  yields  a 2.68.  significant  at  che  .01  level. 


Given  che  rather  small  n (n-13),  Che  results  are  quite  encouraging 
<df  - 1.  13,  J - .27). 

Summary . Thus,  at  che  industry  level,  che  country  differences 
predicted  by  che  GIFS  framework  are  all  found  to  be  statistically 
significant.  Give  the  small  sample  size  at  this  level  of  aggregation  (n 
averaging  thirteen  observations  per  cell)  this  result  is  quite  encourag- 
ing. However,  the  GIFS  framework  was  intended  to  predict  at  lower  levels 
of  aggregation  as  well  as  demonstrate  che  pattern  of  international  compe- 
tition across  nations.  For  chese  results  we  need  to  next  turn  to  a 
repeated  measures  ANOVA  with  Industry  structure  and  (country)  government 
type  fixed  factors  and  firm-years  (1978-1990)  being  the  repeated  measure. 

GIFS  - Two  Wav  Results 


The  core  hypothesis  of  the  GIFS  framework  is  Hypothesis  6. 

s contingent  perspective  suggests  chat  strategies  dictated  by  industry 
a (specifically  leverage)  coalign  with  (strategies  derived  from 
corporate  goals,  time  frames,  relative  capital  and  labor  intensities  which 

international  advantage  vis  a vis  ocher  generic  economy  types.  This 
interaction  should  produce  significantly  higher  average  growth  than  exists 

Country  and  industry  structure  main  ef feces  In  addition  to  the 


repeated 
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measures  design.  The  flrsc  concerns  councry  differences 
there  will  be  significant  differences  in  growth 
This  is  a common  perspective,  particularly  Che  notion  chat  Japanese  growth 
will  be  (Hypothesis  5)  significantly  higher  than  ocher  nations'  growth 
races.  However,  Lee  and  Blevins  (1990)  found  Chat  this  was  not  Che  case. 

significant  country  differences  across  industries.  If  there  is  some 
country  effect,  it  will  be  dwarfed  by  Che  interaction  effect. 


Porter  v GIFS. 


lo  suggests  chat  industry  s 


(1980;  1985;  1986;  1990a)  wl 

important,  will  play  a secondary  role  relative  to  the 
generic  economy  type  and  industry  structure.  In  contra: 
suggest  that  industry  structure  is  the  primary  driver  and 
country  and  economic  effects.  Porter's  "chick"  descriptio 

would  lump  all  EC  councries  into  a single  common  category.  Industry 

definition  may  quite  likely  not  entirely  fulfill  Porter's  view  of  industry 
structure.  Thus,  to  some  extent  this  is  not  a completely  fair  test  of  the 


advantage" 
interaction  of 

teams  (1990a) 


limitations. 


Repeated  ID 
type,  industry  s 
nificant,  che  interaction  i 


results  are  in  Table  5.6.  While  government 
I their  interaction  are  all  statistically  sig- 
clearly  the  strongest  effect  with  an  0)2  of 


.275,  almost  three  til 


a the  of  for  industry 
n 0>2  of  .058.  Thus,  t 

i GIFS  framework' 
id  industry  structure  drives 


Government  Type 

Industry  Structure 

Government  by  Industry  Structure 


formed.  First,  the  three  hypothesized  cells  were  contrasted  with  the  six 
remaining  cells  to  see  if  che  growth  races  were  significantly  higher.  The 
resulting  one  tailed  t-test  was  4.26,  significant  at  the  .01  level. 
Second,  planned  contrasts  were  done  for  each  simple  main  effect,  for  high 

C-scores  were  3.54  (p  - .01).  2.01  (p  - .05)  and  2.27  (p  - .01).  respec- 
tively, all  being  significant  at  the  .05  level.  Thus,  che  data  tend  Co 


scrongly  indicate  chat 
Repression.  Th 

hypothesis  (Hypothesis 
(average  growth  for  al 


analysis  scrongly  supports  the  core 
ever,  Che  dependent  measure,  firm-year 

a given  year),  severely  reduces  the  intra-cell  variance 
perhaps,  inflating  che  explanatory  power  of  the  Interaction. 

not  che  firm-year  level.  The  following  pooled  cross 

cost  hypothesis  Co  the  firm  level. 

Table  5.7  shows  che  dummy  variable  regression  results  (che  residuals 
were  stationary)  of  the  government  type  (country)  by  industry  s 

6.  R2  - 25.3).  low  leverage  (c  - 1.75,  p - .042 
•high  risk"  (t  - 3.31,  p - .002.  n - 636,  f 
followed  che  paccern  predicted  by  che  GIFS 
Moreover,  che  regression  analysis  shows  the  magnitude  of  difference 

industry  competitors.  On  average,  che  American  low  leverage  firms  had 


e industry 


leverage  firms  overwhelmed  chelr  competitors,  averaging 


Japanese  firms  consistently  performed  in  the  Low  double  digits.  All  in 
all,  these  superior  performers  averaged  over  2 percent  higher  growth  per 
annum  than  their  foreign  rivals. 


Dummy  Variable  Regression  Predictions 
of  Country  by  Industry  Structure 


Variable  n 

Total*  2004 

Constant 


2.28  4.61 

9.03 


*Total  is  a dummy  which  Includes  JHL,  ALL.  EHR  all 
regressed  on  the  2.004  observations, 

(JHL  - Japan  high  leverage  firms.  ALL  - American  Low 
Leverage  Firms,  EHR  - European  High  Risk  firms.) 


and  industry  structure  dummies  along  with  the  interaction  variable  (the 
residuals  were  once  again  stationary).  As  in  Table  5.6  both  country 


R2  from  19.3  (Table  5.7)  to  26.5  (Table  5.8),  Thus,  these  two  variables 
only  marginally  contribute  to  explaining  patterns  of  cross -national  sales 


Dummy  Variable  Regression  Predictions  of 
Country  by  Industry  Structure,  Country. 


Industry 

Country  x Industry 


Firm  level  synergies.  Although  the  data  presented  so  far  lends 
support  to  the  core  hypotheses  of  the  GIFS  framework,  it  is  possible,  as 
it  was  pointed  out  in  Chapter  3,  to  extend  the  logic  of  the  GIFS 
framework's  notion  of  coalignment  down  to  the  relative  industry  position 
of  the  firm.  From  this  perspective  it  is  possible  to  add  a third  layer, 
the  firm's  relative  posicion  in  the  industry.  Firms  are  seen  as  being 

tegic  synergies.  American  low  leverage  leaders,  Japanese  high  leverage 
challengers  and  European  high  risk  niche  firms  should  be  the  best  per- 
forming firms  in  the  world.  Naturally,  opportunities  for  growth  vary  on 


164 

again  relative. 

In  addition  to  these  ''perfect''  strategic  fits,  there  are  also  firms 
which  represent  ''near  perfect"  fits.  These  include  American  niche  firms 
in  low  leverage  industries.  European  leaders  in  high  risk  industries,  and 

H7:  American  low  leverage  leaders.  Japanese  high  leverage 

challengers  and  European  high  risk  niche  players  will  have  the 

firms,  and  European  high  risk  leaders  will  also  have 


In  addition  to  the 
profit  and  growth  a: 


Perfecc  fits.  Table  5.9  displays  Che  average  annual  growth  races  of 

position.  Table  5.9  exhibits  the  actual  growth  races. 

According  Co  Hypothesis  7,  the  three  highest  growth  rates  should  be 

leverage  challengers  (12.51),  and  the  European  high  risk  niche  players 

niche  firms  (15.06),  the  European  high  leverage  niche  firms  (13.6).  and 
Che  American  low  leverage  leaders  (12.9X).  Thus,  che  framework  only 


Average  Annual  Grouch  Race  o £ Selecced  Firms  by  Councry  of  Origin, 
Induscry  Scruccure.  and  Relacive  Induscry  Posicion 


High  Leverage  X 7.80(16) 

Uader  Law  beverage  X 12.90  (3) 

High  Risk  X 9.20(11) 

High  Leverage  12.50  (4)  1.70(22) 

Challenger  Lo”  Leverage  3.83(23)  8.17(15) 

High  Risk  X 6,97(19) 

High  Leverage  15.06  (1)  9.60  (8) 

Niche  Low  Leverage  5.10(20)  9.40(10) 

High  Risk  9.50  (9) 7.12(18) 


Europe 

4.11(21) 

8.57(13) 

7.56(17) 


11.30  (6) 
11-20  (7) 


Near  perfecc  fics.  The  GIFS  framework,  when  excended  Co  Che 
incra- Indus  cry  level,  also  suggests  chac  three  ocher  classes  of  firms  (the 

performance.  Once  again,  che  raw  numbers  show  grouch  races  of  15.06,  9.4, 
and  7.56  respeccively,  represencing  rankings  of  1,  10,  16  ouc  of  22  (five 

leverage  challenger  and  niche  firms  (11.6  and  11,3),  and  European  high 
able  Co  neucralize  Che  cosc/price  based  dominant  scracegy  of  che  induscry 


(data  ts  aggregated  ac  che  corporate  level,  it  would  need  to  be  at  the 

Lastly,  Hypothesis  9 suggests  that  American  low  leverage  leaders 
will  have  the  highest  average  ROA  among  low  leverage  firms.  Table  5.10 
shows  che  results  of  che  analysis.  The  American  leaders  do  have  the 
highest  ROA  just  as  che  GIFS  framework  predicted. 


Average  Annual  ROA  of  Selected  Low  Leverage  Firms  by 
Country  of  Origin  and  Relative  Industry  Position 


io  Japanese  global  leaders  In  1978. 


All  in  all.  che  accuracy  for  che  GIFS  framework  ac  the  firm  strategy 

hold.  Given  chat  seven  of  che  twenty-two  cells  are  above  che  industry 
norm  of  10.10.  che  framework  predicts  at  only  slightly  better  chan  chance. 


earlier  findings. 


IpCfa- industry  Resyjcs 


descriptive  data  findings;  the  GIFS  framework  seems  to  do  a good  job  of 
predicting  cross-national  patterns  of  competition  at  Che  industry  and 
industry  structure  levels.  It  is  possible  to  extend  Che  logic  of 
coalignment  Co  a third  level,  the  relative  industry  posicion  of  a firm 
(whether  a firm  is  a leader,  challenger,  or  niche  player).  From  this 
perspective,  six  types  of  firms  are  predicted  Co  have  statistically 
significantly  better  performance  chan  the  norm:  American  low  leverage 
leaders  (ALU.) , Japanese  high  leverage  challengers  (JHLC),  European  high 
risk  niche  players  (EHRN),  American  low  leverage  niche  firms  (ALLN), 

(EHRL) . There  are  two  hypotheses  which  are  derived  from  the  above 


HIO:  The  perfect  strategic  fits  (ALLL,  JHLC,  and  EHRN)  should 

Hll:  The  near  perfect  fits  (when  country  and  industry  structure 
coalign  and  relative  industry  posicion  is  compatible,  ALLN. 
JHLN,  EHRL)  should  each  be  statistically  significantly  higher 


all  statistically  significant  while  only  the 
ALLLs  has  che  fourth  highesc  value.  Four  of 


Japanese  high  leverage  firms 

: have  Che  highesc  b-levels. 
six  predictions  are  true  with 


of  che  predictions  at  che 


strategic  fit  appear 


Dummy  Variable  Regression  Showing  Che  Relationship  between  Selected 


"A  (American),  E (European),  J (Japanese),  LL  (low  leverage), 
HL  (high  leverage).  HR  (high  risk),  L (leader), 

C (challenger),  N (niche). 


and  firm  strategy  levels  (relative  fi 
alignment  between  a firm's  strategy, 
position  in  an  industry  (leader,  challenger 

the  firm  level.  This  3-way  interaction  proved  to  be  significant  about  ( 


resource)  as  well.  Strategic 
niche)  and  industry 


statistically  significantly  higher  than  the  1: 
sixteen  cells.  Table  5.12  displays  the  results. 


hypothesized 


betas  for  Che  remaining 
Only  European  high  risk 


statistically  significant 


mm 


1.71 


CHAPTER  6 

CONCLUSIONS  AND  IMPLICATIONS 


The  GIFS  framework  purports  to  provide  an  integrative  theory  which 
emerging  global  economy  across  industries  and  between  countries  in  terms 

and  domestic  competitors.  In  the  first  section  of  this  chapter,  further 
interpretations  of  the  results  are  provided  within  the  context  of  the  pro* 
posed  framework  and  its  underlying  theory.  This  section  parallels  the 
preceding  chapter  in  its  discussion- -country  level  findings  are  discussed 
first,  followed  by  discussions  of  country  x Industry  structure  findings. 


This  dissertation  is  predicated  upon  the  widely  held  notion  that  the 
1990s  are  the  decade  of  the  emerging  global  economy  and  that  a new 


corporate  form , the  global  corporation,  will  replace  its  predecessor,  the 
multidomestic  corporation.  Multidomestic  firms  tend  to  be  characterized 

subsidiary  is  essentially  an  autonomous  operation.  Third,  while  corporate 

each  foreign  subsidiary  is  viewed  as  an  independent  profit  center  with  its 
own  decentralized  marketing  plans  and  operations  (Porter,  1986). 

In  contrasc,  the  global  corporation  functions  as  a single  integrated 

ted  to  advance  overall  global  corporate  strategies  and  objectives.  Each 

is  made  from  a global  perspective.  Global  does  not  mean  that  a firm  oper- 
ates in  every  country  in  the  world,  but  it  does  mean  that  it  cakes  this 

do  business. 

concerning  global  corporations.  The  first  perspective  is  perhaps  best 

Ohmae  (1990)  is  an  advocate  for  a borderless  world  economy,  one  in  which 
firms  become  stateless  corporations  independent  of  national  origins  or 

1964  World  Without  Borders,  and  can  be  seen  as  the  reductlo  ad  absurdum  of 


obstacles  to  growth  and  trade  and  restrict 


Porter  agrees  with  Ohnu 


ecent  view  is  well  explained  by  Michael  Porter. 
:hat  both  corporations  and  market  segments  are 


resulted  In  more  consumer  welfare,  better  and  more  varied  g 
prices.  However,  unlike  Ohmae , Porter  (1990a)  suggests  t) 

nation1 s importance  in  global  competition.  Drawing  heavily  from  (but  not 
acknowledging)  the  “biological"  models  of  trade.  Porter  proposes  that  the 

vis-a-vis  foreign  rivals.  Inexpensive  communications,  computing  and 
transportation  have  had  the  effect  of  speeding  the  spread  of  similar 
tastes,  standards  and  fashions  to  global  market  segments.  These  homog- 
enizing forces  have  lead  to  a “shrinking”  world,  one  in  which  it  is  vital 
for  firms  to  be  able  to  differentiate  themselves  from  their  competition. 
Porter  suggests  that  a major  basis  of  this  differentiation  stems  from 
innovation  and  innovation,  which,  as  Porter  (1990a)  suggests,  appears  to 
primarily  occur  in  the  home  country.  Some  countries  have  characteristics 
which  allow  specific  industries  to  flourish.  These  characteristics,  which 

wealth,  population  density,  resources  (human,  capital  and  natural), 

excellence"  take  root  in  various  countries.  National  excellence  creates 


a basis  for  competitive  advantage.  By  crossing  national  b 

Thus  for  Porter,  global  strategies  merely  augment  the  advantages  conveyed 
by  the  home  country,  they  do  not  supplant  them.  Firms  that  abandon  their 

two  competing  views  represent  the  mainstream  of  current  thinking  about  the 
global  corporation  as  well  as  the  nature  of  global  competition.  The  emer- 
ging global  economy  is  creating  more  intense  competition  as  well  as  new 
configurations  of  firms  and  markets. 

disciplines  of  political  science,  business  strategy,  and  marketing,  it  was 
suggested  that  government  plays  a crucial  role  in  global  business  competi- 

economy  can  result.  These  economy  types  implicitly  determine  goals  for 
corporations  as  well  as  help  establish  relative  capital  and  labor  produc- 
tivity (vis-a-vis  other  economy  types).  Where  synergies  exist  between 
these  goals,  productivities  and  industry  structure,  superior  global  per- 
formance results.  Thus,  superior  global  performance  is,  to  a large 
extent,  a consequence  of  human  decisions  rather  chan  of  factor  abundance. 
This  perspective  was  tested  by  examining  167  firms  in  16  industries 

hypothesis.  Chat  synergies  between  goal  orientation,  productivities  and 
industry  structure  resulc  in  superior  performance. 


Firm 


presented  here,  ic  was  speculated  chal 
from  a firm's  incra  industry  position. 


all  firms  might  result.  Many  factors 
affect  individual  firm  performance . This  synergy 
bal  strategy  dictated  by  the  core  hypothesis;  ic 
is  the  icing,  not  the  cake. 

perfect  strategic  fits  appeared  o 


rc  of  the  basic  framework  being 
additional  synergies  might  result 
If  the  resultant  generic  strategy 
firm  coaligns  with  the  more  domi- 
. superior  performance  vis -a-vis 
er  chan  strategic  coalignroenc  can 
ly  augments  the  glo- 


ere  considerably  m 
k "perfectly"  with 


ciscical  significance,  t 
three  predictions  held. 


: did  markedly  1< 
Thus,  the  logic 


f coalignmenc  d 


Limitations  of  the  Study 

In  this  section  limitations  of  the  study  are  discussed.  Tl 
the  assumptions  underlying  the  GIFS  framework.  Each  is  discussed  in  soi 

e sample,  racher  chan  a randomly  generated  da 


Data  Sample 
of  shortcomings. 


c of  choice  for  the  vast  majority  o 


h attempt  ti 


hypotheses  concerning  che  nature  of  global  business  competition.  For  this 
reason  it  was  felt  that  the  results  of  the  analyses  performed  here  would 
be  more  easily  accepted  if  the  data  set  was  comparable  to  previously  used 
data  samples.  Nevertheless,  the  sample  is  not  random  and  hence  che  use  of 
statistical  significance  tests  is  questionable  as  is  che  question  of  gen- 
eraliaability  to  larger  populations.  For  this  reason  1 am  somewhat  rcluc- 

service  Industries,  I am  less  reluctant  to  extend  the  implications  of  che 

can  be  used  to  classify  them.  This  is  because  the  analysis  provides,  par- 
ticularly at  che  country  and  country  x induscry  levels,  good  empirical 

at  lower  levels  of  aggregation.  Second,  che  Fortune  500  data  is  aggre- 
gated at  che  firm  level  rather  than  at  the  product-market  or  strategic 

Thus,  the  data  is  filled  with  "noise."  That  che  framework  performed  as 
well  as  it  did  in  light  of  this  "noise"  provides  scrong  prima  facie 

Assumptions.  This  dissertation  is  predicated  upon  three  assumptions. 
First,  che  world  is  assumed  to  be  unitary  and  homogenous,  and  therefore 
ail  firms  included  in  che  analysis  are  assumed  to  be  global  players. 

Thus,  an  implicit  assumption  of  che  model  is  chat  formulation  determines 


strategies 


assumed.  Each  of  these  assumptions  is  briefly  discussed  below. 

Assuming  a unitary  and  homogenous  global  marketplace  was  necessary 

necessary  because  the  GIFS  framework  says  nothing  about  such  things  as 
host  countries,  subsidiaries  and/or  bilateral  or  regional  trade  agree  - 

“market  distorting"  mechanisms  into  Che  GIFS  framework. 

That  the  framework  ignores  implementation  and  still  predicts  as  well  as  it 
does  at  the  country  and  industry  level  is  a tribute  to  its  robustness. 

may  in  part  be  due  to  ignoring  implementation  issues.  However,  this  spec* 

That  firm  strategies  are  assumed  based  on  intra-industry  positions 
in  1978  rather  than  on  some  type  of  empirical  observation  is  perhaps  the 

no  role  in  the  core  hypotheses  of  che  GIFS  framework,  chose  concerning 
country  and  country  x industry  level  predictions.  This  assumption  may 
also  contribute  to  the  relatively  poor  predictive  validity  of  Che  GIFS 
framework  at  che  firm  strategy  level, 

Given  the  crude  nature  by  which  firms  are  assigned  their  strategies 

as  well  as  it  does.  Assuming  that  a firm's  relative  position  in  1978  is 
going  to  accurately  portray  its  strategic  o 


relative  position  In  1990)  for  the  entire  thirteen- year 
reasonable.  It  may  be  that  it  holds  only  some  of  the  time  or  for  only 
some  firms.  Lastly,  it  is  beyond  the  scope  of  the  GIFS  framework  to 
suggest  that  firm  level  performance  Is  solely  a consequence  of  strategic 
alignments.  Indeed,  it  was  suggested  in  Chapter  3 chat,  as  the  data  was 

appear  to  support  this  contention. 


Future  Research 

In  this  section  future  research  based  on  the  GIFS  framework  is 
briefly  discussed.  The  research  can  be  roughly  divided  into  two  arenas. 
The  first  takes  the  framework  and  applies  it  to  other  contexts:  service 
industries,  SBU  levels,  industry  segments,  across  business  functions, 
within  business  functions  and  strategic  alliances.  The  second  discusses 

Europe  and  the  Soviet  Union,  third  world  economic  development,  and  EC 


Applications.  The  GIFS  framework  as  presented  in  this  dissertation 
was  used  primarily  to  explain  patterns  of  competition  across  countries  for 
selected  manufacturing  industries.  Currently  I have  begun  a number  of 
projects  which  attempt  to  take  aspects  of  the  framework  and  extend  chem  to 

vice  industry,  banking.  In  doing  so,  industry  segments  are  identified  and 
"strategic  fits"  between  these  industry  segments  and  the  three  generic 

1991).  These  predictions  will  be  eventually  tested  with  an  international 
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do  similar  types  of  studies  for  other  service  industries  as  well  such  as 
insurance  companies,  hotels,  or  the  airline  industry.  Although  leverage 
and  first  mover  advantages  were  postulated  as  being  the  key  driving  fac- 

key  factors  are  for  services. 

Shannon  Shipp  and  I are  going  co  use  PIHs  daca  to  examine  the 


making  it  impossible  co  examine  all  of  che  core  hypotheses.  That  is  why 
it  was  not  used  for  this  dissertation. 

industry  segments  in  che  computer  industry.  Generic  economy  types  coalign 
with  key  characteristics  of  industry  segments  co  produce  a basis  for  com- 
petitive advantage.  The  predictions  thus  generated  are  pitced  againsc 

Friedrich,  & McCalman,  1991).  The  framework  does  a nice  job  of  predicting 
emerging  patterns  of  competition  in  che  computer  industry. 


emerging  technologies  require  differing  time  frames,  levels  of  investment 
and  manpower  as  well  as  promise  differencial  races  of  return  and  market 

generic  economy  types  co  produce  a national  basis  for  advantage.  The  pre- 
dictions generated  could  be  compared  Co  actual  trends  in  these  industries 


Although  the  GIFS  framework  Is  In  essence  a model  of  corporate 
strategy,  the  framework  could  also  be  used  to  suggest  what  types  of  mark- 
eting strategies,  human  resource  strategies,  and  finance  strategies  are 
the  most  synergistic  with  the  corporate  strategy  dictated  by  the  GIFS 
framework.  Firms  which  actually  follow  strategies  which  coalign  with  the 
GIFS  framework  should  perform  becter  than  those  which  do  not.  Jeff  Katz 
and  I are  currently  working  on  using  the  GIFS  framework  to  predict  cross- 
national differences  in  finance  strategy.  Firms  whose  finance  strategy 
coaligns  with  industry  structure  and  economy  type  should  be  the  best 
global  competitors. 

Similarly,  there  are  generic  strategies  which  could  be  developed  for 
specified  domains  within  each  of  Che  business  functions.  For  instance 
Steve  Werner  and  I have  developed  a propositional  framework  for  compensa- 

predictable  cross  national  differences  in  compensation  policies  and  prac- 
tices. Once  again  it  would  be  desirable  to  see  if  firms  which  most 
closely  correspond  to  the  normative  patterns  perform  better  vis-a-vis 
their  domestic  rivals  as  well  as  their  foreign  competition. 

Lastly,  perhaps  the  fastest  growing  mode  of  entry  into  new  markecs 

used  to  predict  what  types  of  strategic  alliances  are  most  likely  to  be 

tigation  would  be  strategic  coalignment. 

the  above  context:  the  framework  has  implications  for  a variety  of  issues, 


industry  structures  coalign  to  produce  superior  performance.  Thus,  there 
is  no  "best"  economy  cype.  Each  economy  type  (market,  production. 

economy  is  markedly  inferior  to  the  other  three  economy  types, 

This  has  direct  implications  for  Eastern  Europe,  the  "Soviet  Union" 

public  policies.  This  Implies  that  developing  nations,  whether  second  or 
alternatives  for  development,  as  opposed  to  current  thought  which  all  coo 


Each  of  the  generic  economy  types  is  based  on  a certain  perspective 
coward  capital  and  labor  markets.  For  instance,  industrial  democracies 
rely  on  skilled  labor  rather  than  capital  to  provide  competitive  advan- 
tage. Eastern  Europe  and  che  "Commonwealth  of  Independent  States"  (former 
Soviet  Union)  have  such  a labor  pool.  Third-world  countries  are  generally 
lacking  in  skilled  labor  but  often  have  ample  capital,  stemming  from 

economies  offer  a way  to  gain  global  advantage  where  skilled  labor  is 


Eastern  Europe  and  che  Soviet  Union,  for  instance,  might  be  better 
off  using  an  industrial  democracy  form  of  economy  as  a transition  rather 


che  resc  of  che  economy,  mighc  reduce  che  hardships  chac  currenc  advice  is 
reeking  on  che  Eascern  European  economies  and  peoples . 

Similarly,  Taiwan  has  emulaced  che  produce  ion  economy  wich  such 

wich  Taiwan  chan  wich  Japan.  Malaysia  and  Indonesia  are  also  beginning  co 

on  che  ocher  hand,  concinues  Co  follow  markec  economy  principles  wich 
disascrous  resulcs.  Thus,  chere  is  some  evidence  chac  chird  world  coun* 
cries  can  employ  syscems  ocher  chan  markec  economies  more  effeccively  chan 

The  GIFS  framework  also  has  lmplicaclons  for  EC  1992,  If  che 


framework  is  correcc,  Chen  ic  Is  che  EC  niche  firms  who  are  che  base 
European  global  compecicors.  On  average  chese  smaller  EC  firms  average 

(Forcer,  1990a).  Yec  che  primary  purpose  of  che  EC  reforms  is  co  creace 
a larger  single  markec.  A rationale  for  such  a markec  is  chac  ic  will 
lower  coses  and  allow  European  giancs  co  emerge  which  will  be  more  able  co 
compece  wich  Che  American  and  Japanese  gianc  firms.  However,  if  che  GIFS 
framework  is  crue,  chere  is  no  reason  co  believe  chis  will  occur.  Firms 
grow  based  on  home  councry  public  policy/induscry  scruccure  synergies  and 

chese  coalignmencs . Whac  will  happen  is  while  chac  cercain  European  firms 

firsc  mover  advantages),  che  firms  chac  will  primarily  benefic  will  be  che 
Japanese  and  American  global  giancs  whose  coalignmencs  will  be  able  Co 


cake  advantage  of  Che 
firms ; brand  equity  ( 


new  large  single  market.  According  t 
has  not  been  a basis  of  advantage  fc 


most  successful  European  firms  have  competed.  The  single 
the  effect  of  lowering  distribution  and  production  co 

effects.  Those  firms  are  primarily  the  Japanese  high  leverage  firms 
co  a lesser  degree,  American  low  leverage  leaders.  Moreover,  lower 
duction  and  transportation  costs  will  have  the  effect  of  making 
more  attractive  co  foreign  direct  investment.  And  foreign  dire 
menc  is  a good  surrogate  for  a growing  and  permanent  presence  t 

This  prediction  should  not  surprise  a scudenc  of  busines 
In  the  lace  1950s  the  Common  Market  was  formed.  The  result,  as  was 

direct  investment  (primarily  American)  in  Europe.  The  early  1970s, 
spurred  in  part  by  Servan*Schreiber , saw  the  European  merger  movement. 

are  about  to  embark  on  a third  major  economic  reform  which  once  again  will 

single  market  scale  economies)  at  Che  expense  of  their  smaller  but  more 
efficient  domestic  rivals.  The  irony  in  this  is  that  it  is  precisely 
chose  little  firms  which  have  been  fueling  whatever  real  growth  the  EC  has 


achieved  in  the  past  decade  (Porter,  1990a).  These  successful  European 

better  financed  foreign  rivals.  The  results  could  be  disastrous. 

Lastly.  Che  GIFS  framework  has  implications  for  Che  theory  of 
comparative  advantage.  Rather  chan  relative  factor  abundance  being  the 
driving  mechanism,  the  GIFS  framework  suggests  it  is  the  synergy  becween 

cure  which  determines  a basis  for  advantage.  If  future  research  shows  the 


The  Emerging  Global  Economy 

One  final  thought  concerns  the  nature  of  the  emerging  global 
economy.  Ohmae's  (1990)  view  is  basically  how  he  believes  things  should 
and  perhaps  one  day  will  be:  stateless  corporations,  free  trade,  free 
movement  of  capital  and  labor,  ecc.  This  is  a view  wich  which  a majority 
of  free  trade  economists  would  concur.  It  is  in  this  spirit  upon  which 


tive  Chan  descriptive 


international  business  environ- 


There  are  a second  group  of  scholars  such  as  Keegan  (1989)  who  cake 

tive.  Keegan  (1989)  for  instance,  suggests  that  what  is  currently  hap- 
pening in  che  international  business  environment  is  analogous  Co  whac 
happened  in  the  national  business  environment  a little  over  a century  ago. 


systems  arose,  national  firms  emerged  to  compete  with  and  eventually 
vanquish  the  original  firms  which  had  preceded  them-  What  is  happening 


and  communication  ne 
twenty- first  century,  must  " j 


a firm,  if  it  is  going  to  survive  into  the 

firms  would  compete  for  capital,  investors  and  custo- 
global  basis.  The  GIFS  framework  ii 
> useful  insights. 

i perspective  however  clashes  with  a 
1 of  the  global  business 
the  emerging  global  marketplace 


h of  what  is  known  abouc 
From  a polycentric  per* 
een  as  one  where  nacions 


i increasing  role,  where  regional  and  bilateral  trade 
le  spirit  of  the  GATT,  and  where  "fair  trade"  rather 
than  "free  trade"  has  become  the  rallying  cry. 

covered  by  import  restrictions  and  a large  and  growing  percentage  of  world 
Moreover,  phrases  such  as  "level  playing  fields"  and/or  "fair  trade" 


positioned  in  this  way,  such  demands  sound  reasonable,  even  desirable. 
All  coo  frequently,  however,  such  demands  mask  the  underlying  issue  of 
protectionism. 


Administration  proved  to  be  just  empty  talk.  Far  from  extending  the  prin- 
ciples of  che  GATT  and  free  crade.  the  Reagan  administration  did  just  the 


. . . che  share  of  total  imports  subject  to  quota  or  ocher 
restraints  rose  from  12  percent  to  23  percent.  Protective 


machine  tools,  semiconductors,  and  carbon  steel;  tariffs  were 
raised  on  motorbikes  and  specialty  steel;  Furthermore, 

ges , the  government  to  use  crade  retaliation  (''reciprocity”  in 
the  fair- crade  lingo)  in  bilateral  dispuces,  rather  chan  set- 
ting them  through  the  multilateral  framework  established  by 
che  GATT  (Emmocc,  1989,  p.  268). 


Thus,  one  can  see  that  the  retreat  from  a free  crade  posture  is  not  merely 
occurring  abroad.  The  movement  is  alive  and  well  right  here  in  the  USA. 
Moreover,  it  is  interesting  to  note  that  che  rise  in  protectionism  in  che 
USA  coincided  with  a period  of  unprecedented  economic  growth,  not  a time 
of  recession. 

The  "free  trade"  position  currently  articulated  by  che  Bush 
Administration,  although  supported  by  che  writings  of  Ricardo  and  others, 

only  in  che  period  following  che  Second  World  War  that  America  firmly  and 
consistently  became  a staunch  advocace  of  free  trade.  Moreover,  adoption 


ted  (Holder,  1990),  nor  on  che  work  of  economists  who  built  models  co 


che  GATT.  Free  trade  opens  borders  co  che  flow  of  goods  and  che  USA  was 
wich  American  self-interest. 

As  che  ocher  industrial  nations  recovered  in  che  post  war  period. 
America's  relative  share  of  world  GNP  declined,  Although  che  United 

rently  accouncs  for  only  about  25%  of  world  GNP.  Moreover,  as  of  January 

have  disappeared  but  even  American  leadership  will  have  evaporaced.  Addi- 
tionally, Japan,  wich  about  15%  of  world  GNP,  has  been  Increasing  its 
share  of  world  GNP  by  over  2%  per  decade,  while  che  most  optimistic  esci- 


US  economy  in  about  fifty  years,  leaving  America  a literal  third  rate 

Scenarios  such  as  che  ones  above  fuel  che  rising  cide  of 
protectionism  and  regional  trade  agreements  boch  here  and  abroad.  From 


chan  the  EC.  Moreover,  common  language,  economic  and  educacion  levels 
will  allow  rapid  and  easy  economic  incegracion,  unlike  Che  EC  which  faces 
a myriad  of  problems.  With  Che  addicion  of  Mexico  inco  Che  Norch  American 
crade  zone  Che  USA  secures  a source  of  cheap  labor  and  resources  as  well 
as  enlarges  ics  region's  world  GNP  share,  The  only  difficulcy  from  a pro- 

exploicing  Mexican  labor.  The  suggesced  solucion  is  local  concenc  laws 
(anocher  proceccionisc  device)  used  Co  rescricc  access  co  che  Norch 
American  Markec  (Holder,  1990). 

bilaceral  and  regional  crade  agreemencs,  particularly  from  a perspeccive 


: American  pragmacism.  As  American  c 


renc  governmenc  policy  is  di 
enhancing  global  markecshare 
racher  by  using  governmenc  co 
Thus,  che  cry  has  changed  fr 
which  foreign  firms  cannoc  use 
labor  markers  or  cechnology  t 


recced  coward  maincaining  and  selectively 
ioc  by  producing  superior  qualicy  goods  buc 
maintain  and  enhance  markec  opporcunicies. 
am  "free  crade"  co  "fair  crade,"  crade  in 

o gain  a basis  for  suscainable  competitive 


likely  chan  che  ones  projected  by  Keegan  (1989)  or  Ohmae  (1990).  For  ehii 
roason,  che  GIFS  framework  is  likely  Co  remain  a good  prediccor  of  pat 
cerns  of  competitive  scracegy  in  che  1990s  because  it  is  based  on  a poly- 
cencric  racher  chan  geocencric  view  of  competition-  Governments  appear  ci 


managing 


for  sustaining  advantage  becomes  strategic  synergies.  This  trend  I sug- 
gest will  only  enhance  the  national  differences  between  firms.  And  where 
these  national  differences  coalign  with  industry  structures , superior 
global  performance  will  result. 


Japan  as  the  dominant  power  as  inevitable,  similar  to  the  emergence 
of  European  and  American  free  trade  zones,  Asians  do  not.  Such  an 
idea  is  viewed  as  being  somewhac  between  a fantasy  and  a nightmare 

Malaysia,  Korea  and  che  Philippines  during  Wk  II  is  still  widely 
remembered  and  resented.  Such  nations  will  not  voluntarily  relin- 
quish sovereignty  to  Japan.  Second,  and  perhaps  more  important,  che 
Asian  market  is  not  large  enough  to  meet  Japan's  export  targets. 
Japan  will  have  Co  continue  its  westward  expansion  in  order  to  meet 
these  goals.  And  given  its  craok  record,  chat  does  not  bode  well 
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